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I am pleased to transmit the attached report on the audited 
Fiscal Year 1999 financial statements of the Treasury Forfeiture 
Fund (TFF). Gardiner, Kamya, & Associates, P.C., an independent 
public accountant (IPA), performed the audits and issued the 
following reports, which are included in the attachment: 

Independent Auditor's Report on Financial Statements; 

Independent Auditor's Report on Internal Control; and 

Independent Auditor's Report on.Compliance with Laws and 

Regulations. 


The IPA rendered an unqualified opinion on the TFF's Balance 

Sheets as of September 30, 1999 and 1998, and the related 

Statements of Net Cost, Changes in Net Position, Budgetary 

Resources, and Financing for the Fiscal Years ended September 30, 

1999 and 1998. However, the Independent Auditor's Report on 


(1) accountingInternal Control cited three material weaknesses: 

records are primarily maintained on a cash basis (repeat 

finding); (2) all balances and transactions that comprise the TFF 

are not captured by the general ledger (repeat finding); and (3) 

systems control deficiencies exist in the United States Customs 

Service's (Customs Service) seized property and forfeited assets 

tracking system (repeat finding). 


In addition, the Independent Auditor's Report on Internal Control 

cited the following three reportable conditions: (1) improper 


(2)timing for valuation of forfeited property (repeat finding); 

lack of control over assets (repeat finding); and (3) inadequate 

property management functions (repeat finding). 


The Independent Auditor's Report on Compliance with Laws and 

Regulations cited one (repeat) instance of noncompliance with 

applicable laws and regulations. The Budget and Accounting 

Procedures Act of 1950, as amended, Section 3512, Executive 

Agency's Accounting System, requires Federal agencies to 

establish an internal control structure which ensures the 
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safeguarding of assets and the proper recording of revenues and 
expenditures. As summarized above, the TFF's internal control 
structure has certain material weaknesses which signify
noncompliance with this Act. 

Furthermore, the Customs Service, which acts as the executive 
agent for certain TFF operations and is responsible for 
accounting and financial reporting for the TFF, did not comply
with the Federal Financial Management Improvement Act of 1996. 
In a separate report, the OIG noted instances where the Customs 
Service's financial management systems do not substantially
comply with Federal Financial Management Systems Requirements. 

These issues, some of which were identified during prior year
audits, will remain of continuing significance until the 
necessary internal control improvements and systems changes are 
implemented. 

The IPA will issue a management letter discussing matters that 
were identified during the audit which are not required to be 
included in the audit reports. 

As in the prior year, my staff monitored the conduct of these 
audits and performed a quality control'review of the IPA1s 
working papers. The audits were performed in accordance with 
Government Auditing Standards, issued by the Comptroller General 
of the United States, and met the requirements of Office of 
Management and Budget Bulletin No. 98-08, Audit Requirements for 
Federal Financial Statements, as amended. 

Should you have any questions, please contact me at 
(202) 927-54'00,or a member of your staff may contact 
William H. Pugh, Deputy Assistant Inspector General for 
Audit (Financial Management) at (202) 927-5430. 

Attachment 
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Everyday, the women and men of Treasury's law enforcement organizations pursue a 
wide variety of cases that range from trade and financial fraud to narcotics smuggling, illegal 
firearms trafficking, terrorism, counterfeiting, money laundering and other threats to our own 
citizens as well as our neighbors throughout the world. Asset forfeiture is a formidabletool 
available to us as we pursue our mission. It places a hi& levy on criminal activity, taking apart 
the very structuresthat support many illegal enterprises. 

I am pleased to present this annual report of the Treasury Forfeiture Fund for fiscal year 
1999. In its financial statements, along with accompanying reports and exhibits, is a measure of 

public.theo?thehow we Fundhave performed in Americanmanaging Inon behalf its 
Treasurv forfeiturenarrative of related occurrences and achievements is a sense of how the 

program strives to meet its four fundamental goals of protecting individual rights, detemng 
crime, promoting cooperation and strengtheninglaw enforcement. 

When we look to the future of asset forfeiture, we see it ultimately resting upon public 
faith in the integrity of its administration. Only with that faith secured, will it continue to 
provide valuable service -doing what prisons alone cannot do, giving the victimized a chance 
at recovery, building communitiestom apart by drugs and violence and strengthening all of law 
enforcement's ability to protect and serve. 

JAMESE.JOHNSON 

Under Secretary (Enforcemenr) 
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Chapter I:  

Safeguarding Individual Rights 

The Treasury Forfeiture Fund (the Fund) is the 
receipt account for the deposit of non-tax 
forfeitures made pursuant to laws enforced or 
administered by Treasury law enforcement 
agencies and the United States Coast Guard. It 
was established in October of 1992 as the 
successor to the forfeiture fund of the United 
States Customs Service. It is codified at 31 USC 
9703 and brings together all of Treasury law 
enforcement under a single forfeiture fund 
program. When the enabling legislation for the 
Department of the Treasury Forfeiture Fund (the 
Fund) was enacted as Public Law 102-393, it 
brought into alignment the substantial Federal law 
enforcementresponsibilitiesof the Secretary of the 
Treasury with authority and control over an 
increasingly significant source of resources for the 
Department of the Treasury's (the Department) 
law enforcement efforts. 

Recent growth in Federal forfeiture programs only 
underscores the fundamental principle that their 
effectiveness ultimately rests upon public 
confidence in their integrity. Since the inception of 
the Fund, the Department's forfeitureprogram has 
always set as one of its principal goals the 
safeguarding of individual rights. That asset 
forfeiture not transgress upon rights guaranteed by 
the Constitution of the United States is essential, if 
this law enforcement resource is to merit the 
public trust.This is especially true in the realm of 
civil forfeitures; those conducted outside of the 
criminal courts system. A look at the civil 
forfeiture process as well as some of the related 
reforms the Treasury forfeiture program has 
implemented during the last several years will give 
some idea of h o w w s  goal is constantly being 
pursued. 

Safeguarding Due Process. While civil forfeiture 
actions can be pursued either administratively by 
the seizing agency orjudicially in civil court, they 
always proceed against property and not persons. 
It is also readily apparent that property cannot 

exist without someone, somewhere, having an 
faimessownership or other interest in it. Simple 

demands that those persons having any interest in 
seized property be notified of the seizure and the 
intent to forfeit so that they may have an 
opportunity to come fonvard and be heard. In 
Treasury's forfeiture program, such notice begins 
a process designed to safeguard the rights of 
affected parties. Some of the main points of this 
process include: 

. 	 Personal Notice - This is the most direct 
form of notice and occurs whenever the true 
owner or owners of the property are known 
or if there is a valid lien against the 
property held by an individual or an 
institution. In these circumstances, these 
persons must be extended personal notice 
of the seizure and intended proceedings by 
registered or certified mail. We have even 
held discussions with the Bureau of Prisons 
to be certain that interested parties who may 
be incarcerated actually receive the notice 
of intent to forfeit. 

. 	 Publication - Ensure that anyone with an 
interest in the property is not overlooked, 
even if they are unknown to the seizing 
agency. Personal notice is supplemented by 
publishing a notice of the specific seizure 
and pending proceedings in a newspaper of 
general circulation. 

. The Claim and Cost Bond - Upon being 
notified of the seizure of the property, the 
interested person may choose to contest the 
forfeiture of the property by filiig a claim 
and cost bond. This action stops the 
investigative agency from ruling on the 
forfeiture and requires that the matter be 
resolved in civil court. At this point the 
action is referred to the U.S. Attorney. If an 
interested person cannot afford the cost 
bond, he or she may file an "in forma 
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pauperis" petition to have the requirement 
of the cost bond waived and still move the 
matter into the judicial arena. 

. 	 Petitions for Remission or Mitigation -
Filing a claim and cost bond is only one 
course of action available to the interested 
party. Alternatively, the party may 
acknowledgethe validity of the seizure and 
file what is known as a petition for 
remission or mitigation. In this course of 
action, the party is asking, in effect, that 
the property be pardoned. For a remission, 
the party must prove that they have an 
interest in the property and that they had 
no knowledge that the property would be 
used illegally. If the petition for remission 
is granted, the government will return the 
property or make a payment equal to the 
petitioner's interest in the property. 
Mitigation is a partial pardon and usually 
results in the Government returning the 
property on the condition that the 
petitioner pays a penalty. 

The Department goes to great lengths to ensure 
that its civil forfeiture actions are not covert 
activities bereft of concerns for process and rights. 
Whether civil forfeiture is accomplished 
administratively by the investigative agency or 
judicially in a court of law, the Department insists 
that it always proceeds through a very structured 
and delineated process. It is a process that 
comprehensively notifies affected parties, invites 
arguments against the intention to forfeit, 
accommodates the indigent and offers 
opportunities to achieve compromise resolutions 
short of forfeiture. 

Timeliness in Processing Civil Forfeitures. To 
further ensure that,the Department and its law 
enforcement agencies are vigilant in seeing to it 
that due process is fully granted in civil asset 
forfeiture cases, the Department's Executive 
Officefor Asset Forfeiture (EOAF) issued a policy 
directive in 1995 on the timely processing of 
administrative and civiljudicial forfeitures. Twice 
each year, the Department's enforcement bureaus 

are asked to examine their open civil forfeiture 
cases and determinehow many have exceeded what 
are general timeliness standards in the 

'administrative,civil andjudicial categories. If more 
than a minimal amount are found to be untimely, 
i.e. older than six to nine months in the 
administrative category or older than two years in 
the civil judicial category, then a report on these 
cases is forwarded to the EOAF. This policy 
promotes active caseload monitoring so that all 
seized property will either proceed to forfeiture or 
be returned to an interested party without suffering, 
and any delay. 

Post and Walk for Real Properties. Additionally, 
in cases involving real property, seizures are 
usually accomplished with explicit instructions 
l?om a court. Typically, when a warrant of arrest 
"in rem "for the real property is issued, agents serve 
the warrant on the individuals occupying the 
premises and post a copy of the notice of intent to 
forfeit in a conspicuous place on the property. 
Institution of this post and walk policy, as it is 
cornmonlv known has allowed claimants to remain 
in posseision of the premises while contestingthe 
forfeiture proceeding in court. 

Comprehensive Training for Forfeiture 
Personnel. Management of the forfeiture program 
and the use of its funds are very important. Fund 
Management has taken measures in several other 
areas to ensure that the Fund effectively fulfills its 
responsibilities to the public. The Department has 
conducted and participated in comprehensive 
training for all its forfeiture personnel - from 
special agents and their supervisOrs to seized 
property managers. Such training has repeatedly 
underscored the importance of considered and 
responsible seizures and the need for the pre-
seizure planning that makes these possible. Quality 
in the management of seized property has been 
emphasized so that the value of the property, 
whether it is forfeited or returned, is never 
carelessly diminished. 

Achieving the Goal. In sum, the Department has 
taken various administrative measures to achieve 
its goal of having a forfeiture program that 
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safeguards the rights of individuals. Day-in and 
daysut, the Department's law enforcement 
pursues a wide range of cases in its many areas of 
responsibility - fiom W e  and financial h u d  to 
narcotics smuggling, illegal firearms trafficking, 
terrorism, counterfeiting and money laundering. 
Civil forfeiture, the most historic and tested 
element of the forfeiture program, has come to 
play a very important role in pursuing the fight 
against these and other criminal activities and has 
demonstrated a longstanding record of 
accomplishment in serving the best interests of 
citizens. While reforming civil forfeiture continues 
as a topic of public discourse, the Department's 
forfeiture program remains committed to those 
fundamental policies and guidance that reflect 
America's sense of fair play. 

, €
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Chapter 2: 

Deterring CriminalActivity 

When the final 1998 figures from 17,000 city, 
county and state police agencies were in, analyzed 
and released, the Uniform Crime Reports from the 
Department of Justice showed that the United 
States had recorded the fewest number of serious 
crimes since 1985.These figures showed a seventh 
straight year of decline in the nation's crime rate. 
Commentators and analysts were quick to offer a 
variety of reasons which ranged from the aging of 
the baby boom generation, to the robust national 
economy, to the implementation of get-tough-on-
crime policies. Undoubtedly, many factors have 
likely contributed to this trend, including more 
police officers on the street, greater cooperation 
between law enforcement agencies, truth in 
sentencing policies, initiatives to keep guns away 
from criminals and the overall effects of various 
innovative approaches to prevention, intervention, 
punishment and supervision. 

The last fifteenyears have also been marked by the 
re-invigoration and growth of asset forfeiture as a 
tool of law enforcement. The Department of the 
Treasury (the Department) has employed asset 
forfeiture in its law enforcement o m t i o n s  since 
1789, when George Washington's iomer aide-de­
carnu, Alexander Hamilton, served as the 
~ep&ment's first secretary. The forfeiture rules 
and attendant procedures that were firstdeveloped 
for the Department's Customs Service at the end 
of the eighteenth century, have been models for 
much of the expansion of Federal asset forfeiture 
at the end of the twentieth. A decade and a half of 
asset forfeitureprogram growth interspersed with 
years of downward trend in serious crime begs a 
question of cause and effect. 

While such a question may remain unanswerable, 
consider what Federal asset forfeiture programs 
have accomplished since the Comprehensive 
Crime Control Act of 1984 afforded them the 
forfeiture funds that have made the programs 
largely self-sustaining. Between the forfeiture 
funds of the Departments of Justice and the 

Treasury several billions of dollars worth of assets 
fromhave eitherbeen siphoned away reinvestment 

in &ma1 enterprises or service as the reward for 
criminal pursuits. If crimes, other than those of 
passion and ideology, are mostly motivated by a 
desire for profit, then the looming presence of an 
effective asset forfeiture authority may enter into 
reasonable calculations of costs, benefits and 
related risks. Minimally, asset forfeiture raises the 
stakes involved. Incarceration is no longer the only 

crim'maiity. The higher thecost of perceived risk, 
the greater the likelihood of some deterrent effect. 

Today, in meeting the threats posed by 
sophisticated criminal elements, who show scant 
regard for international boundaries, the original 
forfeiture authorities of the Customs Service have 
been expanded. At the same time, Treasury's 
Bureau of Alcohol, Tobacco and Firearms (ATF), 

Senrice)the United States Secret Service (Secret 
and the Criminal Investigation Division within the 
Internal Revenue Service (IRS) have all been 
allotted new and significant authoritiesto seize and 
forfeit in furthering their law enforcement missions. 
By taking a look at just some of the areas in which 
these authoritieshave been applied in FY 1999, one 
gains an insight into the range of the Department's 
law enforcement responsibilities and how asset 
forfeitureworks to deter related criminal activities. 

Operation Cash Back When the National Money 
Laundering Strategy for 1999 was released in 
September of that year, it mentioned the existence 
of the Black Market Peso Exchange, citing it as the 
largest known money laundering system for drug 
proceeds in the Western Hemisphere. One year 
earlier, the Under Secretary of the Treasury for 
Enforcement set up the Black Market Peso 
ExchangeWorking Group to bring together Federal 
enforcement, banking and related agencies to 
mount a coordinated attack on this peso exchange 
system, which is estimated to launder as much as 
$5 billion per year. One breakthrough in this effort 
occurred in Miami at the end of FY 1999 when 
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over $4 million was seized and dozens were 
indicted and arrested in the United States and 
Columbia as the result of an IRS led investigation 
known as Operation Cash Back. 

Operation Cash Back began in 1996 as an 
undercover probe that eventually exposed a 
scheme to launder millions of dollars in narcotics 
proceeds through the sale of computer equipment 
and other goods to businesses in South America. 
Colombian traffickers would sell their drug dollar 
in the United States to a peso broker at a discount. 
The broker would then pay the trafficker with 
pesos in Colombia, providing the trafficker with 
his money and now making the broker the money 
launderer, confronting the challenge of getting the 
U.S. drug dollars into the financial system. In 
Operation Cash Back, the Colombian brokers 
would sell these drug dollars at an attractive 
discount to Colombian import businesses who 
were seeking U.S. denominated funds to purchase 
American goods. Employees of several US. 
corporations who sold the goods, including 
computer equipment, agreed to accept the drug-
tainted funds and not file the cash transaction 
reports required by the IRS. 

When the indictments were made public in 
September 1999,IRS agents had hzen some sixty 
bank accounts containing approximately $12 
million in addition to the monies already seized. 
Indictments charged Colombian brokers and 
couriers as well as the employees of some sixteen 
American businesses with charges ranging from 
money laundering to failure to file requisite IRS 
forms. Assisting the Criminal Investigation 
Division of the IRS in this case were investigators 
from the Broward County Sheriffs Office, the 
Sunrise Police Department and the Coral Springs 
Police Department. 

Deputy Secretary of the Treasury, Stuart Enenstat, 
in a joint statement with the Deputy Attorney 
General, noted that the indictments from Operation 
Cash Back "...demonstrated that law enforcement 
will not tolerate businesses giving drug traffickers 
and money launderers a free hand to sanitize their 
illicit profits, and that they" ...illustrate the way 
money laundering systems can tempt some 

otherwise legitimate businesses to knowingly 
violate the law. 

Years Later, Marijuana Proceeds Forfeited. By 
June of 1999, the story of Paul Edward Hindelang 

SweetJr. had made the front page of the Wall 
Journal under the caption, Secret Accounts-Ghosts 
of Hidden Pasr Come Back to Haunt a Stm 
Entrepreneur.The accompanyingarticle chronicled 
Hindelang's own peculiar odyssey, which six 
months earlier ended another chapter with his 
agreement to forfeit $50 million in drug proceeds 
thanks to the dogged determination of investigators 
from the United States Customs Senice and the 
Monroe County Sheriffs Ofice in the Florida 
Keys. 

Hindelang, now in his fifties, had received a six 
month prison term back in 1970 when he was 
stopped trying to smuggle seventy-five pounds of 
marijuana into the United States. After that brush 
with the law, he applied his substantial 
entrepreneurial talents into developing innovative 
drug smuggling methods and techniques. 
~eportediy,he was the mind behind the concept of 
the mother ship, whereby a large vessel full of 
contraband, unloads its cargo to several mid-sized 
boats on the high seas, who in turn offload their 
shipments to wen smaller craft for the finaltrips to 
shore. Over the next decade, Hiidelang earned 
substantial compensation in the smuggling business 
for his skills and ideas. 

By I981, his criminal successes had started to sour 
as he found himself caught up in an undercover 
operation in Louisiana. Pleading guilty in Federal 
district court in New Orleans to drug M ~ c k i n g  
charges, Hindelang agreed to cooperate with law 
enforcement and to forfeit his criminal proceeds, 
which he contended amounted to only $640,000 in 
currency. Sentenced to ten years, he was released in 
less than three. From that point, he appears to have 
applied his formidable aptitudes to legitimate 
businesses and encountered success by availing 
himself of the opportunities presented by the 
breakup of the AT&T telephone monopoly. The 
company he put together, Pacific Coin, became one 
of the largest independent pay phone operators in 
the United States and by 1998 had merged with 
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another firm, allowing Hindelang and his partners 
to sell half their interests. 

Over the last few years, however, a Customs 
Sentice special agent and an investigator fiom the 
Monroe County Sheriffs Office seriously 
questioned just how much money Hindelang had 
made during his heyday of narcotics trafficking 
and just what had become of it. It was soon 
apparent that the $640,000 he had forfeited earlier 
was only a small -on of his overall smuggling 
profits. Thanks to their painstaking efforts, they 
found a money trail that appeared to lead to real 
estate in Colorado, a ranch in Montana and 
possibly even a cable television company in Costa 
R i a .  

In 1997, Hindelang was first c o h n t e d  with what 
the investigatorshad found. He acknowledgedthat 
there were indeed other assets traceable to his 
trafficking activities and they were still conceded 
offshore. Within the year, he had accounted for 
these assets and agreed to forfeit $50 million to the 
United States. That sum was repatriated and in 
June of 1999 was entered as a deposit to the 
Treasury Forfeiture Fund (the Fund). 

Tobacco Smuggling Nets Forfeiture and Fie. 
This case originated in 1993 when special agents 
of Treasury's ATF assigned to the Buffalo and 
Albany field offices began to look at illegal 
diversions of cigarettes, manufactured in Canada, 
and sent to the United States for trans-shipment to 
third world countxies. Over five years later, in 
December of 1998,the work of many investigators 
and prosecutors paid off when Northem Brands 
International, a Canadian subsidiary of tobacco 
giant R.J. Reynolds, pled guilty to aiding and 
abetting customers in the complex diversion 
scheme. Upon acceptance of the pleas, the Federal 
Court imposed a $5 million fine and ordered the 
corporate defendant io pay another $10 million to 
the Fund. 

The object of this criminal activity was straight 
forward - avoid paying taxes to both the United 
States and Canada. Cigarette smuggling had 
become a very lucrative business in the early 
1990's as the Government of Canada sharply 

increased tobacco taxes in an effort to reduce 
smoking. By 1994, Ottawa and several provincial 
governments dramatically slashed their tobacco tax 
rates in a bid to stop rampant smuggling but 
obviously not enough to remove the incentive to 
the defendants involved in the Northern Brands 
operation. 

Northern Brands International conspired to help the 
smugglers by falsely telling U. S. Customsofficials 

Export A cigarettes thatthat the Canadian-Brand 
they had shipped to the United States were bound 
for Russia or Estonia. That falsehood allowed their 
customers to avoid paying an excise tax of 
$100,000 per truckload that would have been due if 
Customs had known that the cigarettes were going 
to be sold in the United States. Then, instead of 

cigarenes weregoing on to Eastern Europe, these 
sold to wholesalers on the Akwesasne Indian 
Reservation in northern New York, who smuggled 
them across the border and back into Canada. Once 
back in Canada, these Export A cigarettes were 
sold on the black market, avoiding Canadian 
tobacco taxes. 

The case that had started out with ATF field offices 
in upstate New York had, by the end of 1998, 
resulted in the indictments of twenty-three 
individuals and their companies on charges of 
conspiracy, money laundering and other Federal 
violations in connection with the illegal diversions 
of cigarettes and liquor. The successful Federal 
prosecution of the coconspirators was due to the 
cooperative efforts of ATF, the IRS Criminal 
Investigation Division, the Customs Service, the 
United States Border Patrol, the Federal Bureau of 
Investigation (FBI) and the New York State Police. 

Nevada's Mustang Ranch Closed. On many of 
the items in a souvenir shop - the hot pink tee 
shirts, the coffee mugs, the styrofoam beer coolers, 
the shot glasses and golf shirts - it billed itself as 
the "WorldFamous Mustang Ranch." That tradition 
of notoriety came to a somewhat subdued close 
around 5 p.m. on August 9, 1999, when special 
agents from the Criminal Investigation Division of 
IRS and the Customs Service as well as seized 
property managers took possession of this oldest of 
Nevada's legaliid brothels. 
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When Joe Conforte bought the Mustang Ranch in 
1967,he had already served time for extortion and 
tax evasion. He was one of the principal movers 
behind the push for the legaliition of prostitution 
in Nevada. His efforts were rewarded in 1971 
when Storey County, home of the Mustang Ranch, 
legalized its operation as a brothel. The ranch 
survived being burned to the ground in 1975 in a 
suspected arson and Conforte quickly rebuilt it. 
The next year, the boxer, Oscar Bonavena, who 
was managed by Conforte's wife, was shot to 
death outside the ranch. Conforte continued with 
his ownership until 1990when it was seized by the 
IRS for unpaid taxes. The ranch was then sold for 
a fraction of its value at a tax sale with Conforte 
later fleeing the country to avoid being prosecuted 
on tax charges. 

In a thirty-three count indictment, made public in 
the summer of 1998,the government charged that 
the subsequent owners of the Mustang Ranch were 

Confortefionts for and hadactually purchased it at 
his direction and continued to operate it for his 
benefit. In the summer of 1999,a Federal jury in 
Reno found two of the ownership companies 
operating as A.G.E. and the brothel's madam, 
former Storey County Commissioner, Shirley 
Colletti, guilty of racketeering, wire fraud and 
conspiracy. Conforte himself remains a fugitive 
believed to be living in South America At the 
close of the trial, the judge entered a preliminary 
order allowing the government to seize the brothel 
but citing the need for the ranch's employees to 
find new jobs, he delayed the order for a month. 
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Chapter 3: 

Fostering Law Enforcement Cooperation 

When the Comprehensive Crime Control Act of 
1984 established Federal forfeiture funds, the 
framers of the statute had the foresight to also 
include language authorizing the equitable sharing 
of forfeited proceeds with state and local law 
enforcement agencies who contributed to the 
Federal investigations leading to forfeiture. That 
key authority to share, which was later extended to 
foreign governments who similarly assist the 
United States, has gone a long way to promote law 
enforcement cooperation as the various agencies 
pursue their common mission against criminal 
activity. The sharing of forfeited asset provides a 
very real incentive to work together, breaking 
down the institutional and jurisdictional barriers 
that may have hinderedjoint operations in the past. 

The Federal government's leading role in fostering 
law enforcement cooperation through its equitable 
sharing program has served as a model for other 
governmental entities. Increasingly, foreign, state 
and local governmentsare allowing for the sharing 
of the proceeds from their forfeitures with United 
States Federal law enforcement agencies who have 
assisted with their investigations. The Fund, 
therefore, both disburses payments of equitable 
shares to other Federal, state and local law 
enforcement agencies as well as foreign countries, 
and also receives deposits into its Secretary's 
Enforcement Fund of shares that recognize 
Treasury or Coast Guard contributions to 
forfeitures under other Federal, state, local or 
foreign law. 

Asset sharing from the Fund is guided by the 
principle of equity. The value of such a shkmust  
bear a reasonable selationship to the degree of 
participation of the state or local agency in the 
total law enforcement effort that resulted in the 
forfeiture. Sharing is also designed to encourage 
continued cooperation between the recipient and 
Treasury or other Federal law enforcement 
agencies. For those shares awarded to state and 
local law enforcement agencies, the Department 

generally requires that they be used for law 
enforcement purposes. 

The dollar amounts involved in the equitable 
sharing program make them the single most 
significant support of the Fund's goal of fostering 
law enforcement cooperation. Asset sharing, 
however, is not the only way in which the Fund 
pursues this goal. Another important statutory 
authority is the Fund's ability to pay for the 
overtime incurred by state and local officers while 
working on Treasury investigations. This overtime 
reimbursement authority is an important factor 
contributing to the success of many of the cases in 
which Treasury law enforcement has a lead role. 

During FY 1999, the benefits of inter-agency law 
enforcement cooperation were evident in a variety 
of areas.Throughout this year, the Fund again has 
offered .a  very real incentive to the various 
members of the law enforcement community to 
work together, to complement one another's 
experience and expertise and to present an 
effective, coordinated response to the increasingly 
internationalized threat of organized criminal 
activity. In FY 1999, that critical cooperation was 
present throughout the United States and abroad as 
evidenced by the following cases. 

Swiss Authorities Assist with IRS Case. The first 
quarter of FY 1999 saw Treasury's Executive 
ORce for Asset Forfeiture host a reception for the 
presentation of an asset sharing check to the 
Government of Swiaerland for approximately $1 
million dollars. The Internal Revenue Service's 
Criminal Investigation Division case involved a 
Raymond Whelan who had started selling 
marijuana while he was a college student in New 
England in the 1970s.By 1984, Whelan had begun 
to realize sizeable profits not only from his own 
trafficking but also fiom serving as a courier of 
currency going h m  drug smugglers to dolombian 
sources. He was, by that time, depositinghis profits 
in Swiss accounts in Zurich and Geneva 
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Whelan pled guilty to a marijuana charge in New 
Orleans in 1984and served nine months. When he 
got out, he worked at legitimizing his criminal 
proceeds. He manied a Swiss national and moved 
funds from account to account. Money under the 
control of his wife was used to purchase real 
property in Sun Valley, Idaho, and, when it was 
sold, the proceeds went back into Whelan's 
account in Switzerland. 

Swiss authorities assisted IRS agents during the 
investigation and prosecution of this case by 
tracing and accounting for over $4 million that 
went into and through Swiss accounts held by 
Whelan. The Swiss froze several of the accounts 
for almost four years while the United States was 
proving its case. Thanks to this restraint on the 
accounts, a large pohon of the funds Whelan 
laundered was recovered. The IRS characterized 
the Swiss assistance as invaluable. At the 
presentation of the asset sharing, a check for 
approximately $900,000 h m  the Treasury 
Forfeiture Fund was given to the Embassy of 
Switzerland's Legal Affairs Counselor by the 
Chief of the Rocky Mountain Criminal 
Investigation Division of the IRS. 

Chicago's Juarez Connection. Amid the rise and 
fall of drug cartels, the one based in Juarez, 
Mexico, just across the border from El Paso, 
Texas, was definitely on the rise. Despite the 1997 
death of one of its principal entrepreneurs, Amado 
Carriilo-Fuentes, who succumbed as a result of 
plastic surgery to alter his appearance, the Juarez 
group was pulling in million of dollars moving 
cocaine and marijuana by the ton to American 
cities. One of their favorite drug destinations was 
Chicago, where bulk shipments were brought, 
stored, divided up and moved onward to other 
points in the country. The very characteristics of 
Chicago that had historically attracted legitimate 
businesses - its location in the center of the country 
and a ready infrastructure of air, road and rail 
transport facilities - attracted the notice of the 
Juarez ring. In August of 1998,Vice President Al 
Gore visited Chicago to announce a concerted 
Federal response. known as the Chicago Narcotics 
Initiative. Under this plan, personnel from the US. 

Customs Service, the FBI, the Drug Enforcement 
Administration (DEA) and the U.S. Attorney's 
Office working together would use the resources of 
their organizations to target and disrupt major 
narcotics traffickers, money launderers and street 
gawis 

The Customs Service had foreshadowed the work 
of this initiative two months earlier when, in June 
of 1998,their agent had received information about-
a significant currency transfer going from Chicago 
to Mexico by tractor-trailer. Immediately, radio and 
teletype messages went out to state highway patrols 
and other law enforcement authorities to deploy 
and look for the suspect trailer. On the last day of 
June, the Missouri Highway Patrol located the rig 
at a weigh station in S M o r d ,  Missouri. The 
Missouri Highway Patrol notified the Customs 
Service, and their officers, along with DEA agents, 
obtained the consent of the truck operator to search 
the vehicle. Inside they found twelve large plastic 
containers and two gym bags filled with US. 
currency. A total of $2.9 million was seized and 
later forfeited. 

To recognize the contributions of the many 
agencies that assisted with this forfeiture, asset 
sharings were approved in FY 1999 for the 
Missouri Highway Patrol, DEA, the Missouri 
National Guard, the Springfield Missouri Police 
Department, the Sheriffs offices of both Green and 
Christian Counties in Missouri, the Combined 
Ozarks Multi-Jurisdictional Enforcement Team and 
the Texas Department of Public Safety. 

A Network in Southwestern Ohio. It wasn't too 
many years ago when Warren County in 
Southwestern Ohio was predominantly rural and 
known as much for its fanns and festivals as for 
anything else. Today, it is the second fastest 
growing among all of Ohio's eighty-eight counties 
and along with its rapid economic development and 
residential growth faces the usual array of 
associated problems not the least of which is the 
illegal drug market in the greater Cincinnati area. 

In the town of Lebanon, James A. McCarty and his 
colleagues used a garage close by upscale 
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boutiques and antique shops to prepare shipments 
of cocaine and marijuana for lower level 
distributors who passed it on to street dealers and 
retail sale. McCarty was a mid-level operator who 
made purchases from wholesale dealers around the 
country. Earlier, he had started out much more 
modestly, selling narcotics to employees of his 
construction business, Pyramid Builders, but 
expansion in his illegal sideline came easily. By 
1998, when an Organized Crime Drug 
Enforcement Task Force (OCDETF) led by the 
Criminal Investigation Division of the IRS and 
DEA shut down the operation, it was estimated to 
have moved over 700 kilos of cocaine and three 
tons of marijuana into the area since 1993. 

McCarty, like several of his cohorts, were family 
men and he laundered the proceeds from the sale 
of narcotics by placing various assets in the names 
of other family members. As the' ring was taken 
down, search warrants were executed 
simultaneously at five different Warren County 
locations and in South Carolina. Assets seized by 
the IRS and DEA exceeded threequarters' of a 
million dollars and consisted of currency, jewelry, 
vehicles, real estate and several financial accounts, 
including a life insurance annuity and three mutual 
funds held in the name of his minor child. Of the 
assets forfeited by the IRS, nearly $230,000 was 
shared with five local law enforcement agencies 
that had provided valuable assistance as members 
of DEA's multi-agency task force. 

Jefferson, West Virginia, Gets Town Hall. It 
had a bar, a runway and the requisite disco bar to 
lend a certainje ne sais quoi to the routines of its 
female performers. It called itself The Sports Page 
and it was an exotic show bar in a neighborhood 
locally known as the badlands, infamous for 
several horrendous murders and other crimes. 
Now, the Town of&Jefferson,West Virginia, will 
be able to transform this property into a new town 
hall, thanksto the successful cooperation between 
the West Virginia State Police and the Criminal 
Investigation Division of the IRS in a money 
laundering and tax evasion case against the club's 
former owner, Richard Allen. 

The United States Attorney who prosecuted the 
case noted that Allen had run a prostitution 
business out of The Sports Page and another 
similarly named bar he owned in the Huntington 
area of West Virginia He then laundered more that 

fiom these operations$150,000 betweenin profits 
1995 and 1996. On the eve of his trial, Allen 
entered into a plea agreement, detailing the money 
laundering, the underreporting of income and 
failure to pay employment taxes. He agreed to 
forfeit $100,000 in cash and his nightclub in 
Jefferson. 

In some situations, some or all of the equitable 
share that would have been awarded to a state or 
local law enforcement agency for their assistance in 
a Treasury investigation, may take the form of real 
property that can be passed on to a community 
service agency under the Weed and Seed Program. 
This is what transpired in the Allen case, when in 

Attorney's office inApril of 1999 at the U. S. 
Charleston, the deed to the property formerly 
known as The Sports Page was presented to the 
Mayor of Jefferson by the chief of the IRS Criminal 
Investigation Division's Virginia-West Virginia 
District. The Town of Jeffmson had only been 
incorporated in 1997 and city officials had been 
forced to set up offices in the Mayor's generator 
and starter repair business. With this asset sharing, 
the town will now have a place where citizens can 
go to conduct official business with the city. The 
municipal government has committed funds to 
renovate the building and has received promises for 
supplies and senices fiom individuals and 
businesses to help set up the new townhall. 

Fraudulent Merchant Accounts in South 
Florida. Back in January of 1996, the American 
Express Company notified the Miami field officeof 
the United States Secret Service that they had 
discovered a scheme to create fraudulent merchant 
accounts. It seemed that certain persons were 
setting up merchant accounts over the telephone 
usually claiming that they were engaged in scuba 
diving or travel related businesses. The suspects 
then utilized point of sale terminals to post &rges, 
generally between one and five thousand dollars, to 
these accounts. The American Express &d 
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numbers that were used were either h m  collusive 
cardholders or they were stolen numbers. As with 
its legitimate merchants, American Express would 
then have money deposited into the bogus 
merchants' accounts either by check or wire. As 
soon asthe payments from American Express were 
received in their accounts, the suspects would 
move the money out and issue a credit back to the 
cardholder's American Express card account. 
When the American Express Company then tries 
to debit the charge from the merchant's account, 
there would be no balance there to debit. 

For two and a half years, the Secret Service's 
South Florida Organized Fraud Task Force with 
additional assistance from the IRS, the Postal 
Inspection Service and the Plantation, Florida, 
Police Department extensively investigated the 
activities of the group believed to be behind the 
scheme. Thirty-five fraudulent merchant accounts 
were identified and linked to thirteen suspects. In 
March of 1998, search warrants were executed on 
the residences of the main suspects and detailed 
records were found implicating numerous others. 
One of the principal suspects, Charles Tischler, 
and his wife signed plea agreements with the U.S. 
Attorney's Office and agreed to forfeit to the 
United StatesGovernment $219,000, a 1995Lexus 
SC400, a 1996 Mercedes Benz C280, a 1996 
Landrover Discovery and several computer 
systems. By the beginning of FY 1999, shares 
from forfeted assets in the case were approved to 
recognize the vital assistance provided by the non-
Treasury law enforcement agencies. 

The Brazilian Connection. Another Secret 
Service. h u d  investigation that resulted in a 
substantial forfeiture started out in the spring of 
1997 when a detective with the Montgomery 
County, Maryland police department received a 
call from the Sandy,Spring National Bank. The 
bank's employee had some suspicions about an 
account that had been opened by two brothers, 
Alexandre and Vincente Pereira. The detective 
initiated an investigation into the activities of the 
brothers and, as it proceeded, sought the assistance 
of the United States Secret Service and its Metro 
Area Fraud Task Force based out of the 
Washington area field ofice. 

What the Pereira brothers were involved in was a 
sophisticated embezzlement scheme. Their 
operation involved the submission of inflated and 
fraudulent bills to the Brazilian Aeronautical 
Commission for the purchase of tactical fighter 
parts and,possibly, weapons systems.Violations of 
bank and wire fraud laws seemed to be part and 
parcel of their activities. 
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Chapter 4: 

Strengthening Law Enforcement 

Federal asset forfeiture funds support Federal law 
enforcement aAd the public they serve in several 
important and interrelated ways. In doing this they 
real i i  the intent underlyingtheir enabling statutes. 
Before the advent of these funds, forfeiting 
criminal assets was very liiely to be a drainonlaw 
enforcement resources. That situation existed 
because prior to 1984, the proceeds of forfeitures 
could only be deposited into the general fund of 
the United States. That meant that Federal law 
enforcement agencies had to bear the sizeable-
costs of seizing property and managing it through 
forfeiture and finaldisposition strictly out of their 
normal appropriationsfor salaries and expenses. In 
a national program that seizes an entire range of 
commodities such as property, vessels, vehicles, 
aircraft and narcotics, such costs can. be 
substantial. The more that was seized, the more 
these expenses grew and the more time law 
enforcement's special agent had to devote to 
p r o p m  management issues not necessarily within 
the scope of their training or mission. 

Since 1984, that situation has been effectively 
turned around with the development and growth of 
Federal asset forfeitwe funds.Today's Department 
of the Treasury Forfeiture Fund (the Fund) 
strengthens law enforcement on several levels. 
First and foremost, it pays for most of the costs 
associated with the Department of the Treasury's 
(the Department) seizure and forfeiture programs. 
This is done through the non-discretionary or 
mandatory side of the Fund, which is made up of 
a permanent, i n d e f ~ t e  congressional 
appropriation of the receipts in the Fund and is 
used to pay the expenses of specific seizures and 
forfeitures. The Fund also has a discretionary side 
which, in certain years, has consisted of a specific 
annualcongressional appropriation, again h m  the 
receipts of the Fund, and has been used to pay 
expenses more generally supportive of the 
Department's seizure and forfeiture program. 
Amounts in the Fund that are derived fiom the 
deposit of shares received in recognition of 

Treasury contributions to the forfeitures of non-
departmental agencies, also known as reverse asset 
sharings, and surplus amounts remaining after all 
non-discretionary and other obligations have been 
met, are two additional categories of funding 
resources that strengthen Treasury and other 
Federal law enforcement agencies. 

Placing the value of forfeited assets in the Treasury 
Fund sets the stage for a reinvestment of these 
monies in a variety .of ways that enhance law 
enforcement. Whether this value is used to pay 
contractor employees to provide program support 
and property management services to free up 
investigatorsto attend to their principal tasks,or is 
shared equitably with state, local and foreign 
governments, or is applied to Treasury law 
enforcement initiatives. the Fund is constantly 
about the work of strengthening law e n f o r g m k  
The payment authorities of the Fund underwrite a 
law enforcement presence at home and abroad that 
is more capable of meeting the challengesposed by 
increasingly astute and globalized crimii 
organizations. A sampliug of how the Fund helped 
bolster enforcement capabilities during FY 1999 
will give some idea of how it has served its 
purpose in this regard. 

The Youth Crime Gun Interdiction Initiative. 
Newspaper reportsof big, unusual and even exotic 
seizures and forfeitures sometimes obscure what 
later happens to these and other monies that wind 
up as deposits in the Fund. During FY 1999, the 
Fund once again allocatedresourcesto ATF for the 
explicit purpose of supporting the Youth Crime 
Gun Interdiction Initiative - a program designed to 
address, head-on, the gun-related violence 
confrontingAmerica's youth. Someexamplesfrom 
the Fund's case files show how the Fund's dollars 
have been put to work. 

. Philadelphia, Pennsylvania - Bringing 
your product to the liiely buyer has always 
been a maxim of successful businesses. 
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With this concept in mind, Bonita Marshall 
and her compatriot, Robert Townes, a 
convicted felon, would cruise the high 
crime areas of North Philadelphia At a 
suitable spot, Townes would stop his car, 
get out, pop the trunk and negotiate the 
sale of AK-47 type assault rifles to persons 
suspected of being local drug traffkkers. 
Townes and Marshall conspired to 
purchase over fifty semiautomatic rifles, 
boxes of high-powered ammunition, as 
well as accessories such as hundred round 
drum magazines, high-powered scopes and 
laser lights. Seven of his sale rifles were 
recovered with one linked to homicides 
and at least one sold to a juvenile. In the 
courtroom, thejury found the two guilty on 
all counts, including firearms &atlicking 
and possession of a firearms in a school 
zone. Townes was sentenced to eleven 
years and four months in prison while 
Marshall received a sentence of four years 
and nine months. 

. 	 Richmond, Virginia - For three years, 
Richmond's Charlie Boys had gone to war 
with other gangs and had their hands in 
numerous homicides. One member of the 
Charlie Boys was a -cker who relied 
on a straw purchaser to buy firearms at gun 
shows and then supply these weapons to 
other gang members. ATF, working with 
the Street Crimes Unit of the Richmond 
Police Department, documented eleven 
such weapons of which eight were 
recovered in crimes. The traff~cking 
member of the gang was sentenced to six 
and a half years in Federal prison after 
pleading guilty to aiding and abetting 
illegal possession. Two codefendantswere 
sentenced to just under six years each for 
their possession of firearms that had been 
provided by the gun trafikker. The leader 
of the gang was prosecuted separately and 
received sixteen years and three months. 
All these cases were made under firearms 
statutes in conjunction with Project Exile 
and the Youth Crime Gun Interdiction 
Initiative. 

. Cape Girardeau,Missouri - ATF analyses 
showed that many of the crime guns 
recovered in Washington, D.C., Chicago 

formerand St. Louis had passed through a 
Federally licensed firearms dealer who 
resided in Cape Girardeau in southeast 
Missouri. Although this dealerhad received 
and paid for over 1,800 firearms during the 
time he was licensed, he only sold 194. 
After ATF agents served a search warrant 
at his residence, he provided a full 

cooperatewith theconfession and agreed to 
investigation. His cooperation helped 
uncover a trail of off-paper sales at gun 
shows in Kentucky and the identification of 
a Nashville youth who regularly placed 
orders for these guns,transporting them to 
Washington, D.C., for resale to youth gang 
members. M e r  engaging in an illegal 
transaction with undercover ATF agents, 
the Nashville youth was arrested and pled 
guilty to numerous Federal firearms 
charges in Tennessee. 

Asset ~rientificationand Removal Groups. The 
United States Customs Service (Customs) has had 
forfeiture authority longer than any other Treasury 
law enforcement agency. Drawing on its wealth of 
asset forfeiture experience, Customs concluded 
several years ago that specialized units could 
enhance its ability to use this tool in support of its 
law enforcement mission. Particularly in the realm 
of international investigations, where criminal 
proceeds canbe moved rapidly around the globe in 
attempts to mask their origins, the expertise to 
identify and track these assets is critical to an 
effective seizure and forfeiture program. Today, 
these specialized units within the Customs are 
known asAsset Identificationand Removal Groups 
(AIRGs) and, from an original prototype in the 
Miami field office, have been expanded to twenty-
one locations nationwide. In FY 1999, the Fund 
supported the efforts of the AIRGs with over $3 
million in mandatory funding. 

AIRGs help ensure that seizure operations are done 
in the right way, with a maximum of precision and 
efficiency. The groups are comprised of special 
agents, auditors, accountants and contract data 
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analysts who are specially trained to identify the 
assets of criminal organizations. The personnel 
assigned to the groups partake in special programs 
at Treasury's Federal Law Enforcement Training 
Center to thoroughly prepare them in the areas of 
asset identification, removal and forfeiture. Their 
expertise becomes integrated into the ongoing case 
strategy and is initiated as early as possible in 
investigations. 

Enhancing Egyptian Counter-Narcotics Efforts. 
In November of 1999, Treasury's Executive Office 
for Asset Forfeiture was honored to receive his 
Excellency, Ambassador Nabii Famy of the Arab 
Republic of Egypt, who accepted a check on 
behalf of his government to be used to promote 
Egyptian law enforcement efforts to control and 
eliminate drug M c k i n g  as well as other narcotic-
related criminal activity. This sharing- of forfeited-
assets, in an amount approximately $1 million 
dollars. was in recognition of the assistance 
proyid&i by gypt ti& authorities to an IRS 
Criminal Investigation Division case involving- a-
Fatih Radwan. 

The case had begun all the way back in 1988when 
the International Criminal Police Organization, 
better known as INTERPOL, learned that Radwan 
had purchased a residence in the quiet upstate New 
York hamlet of Lake Mohigan for $450,000 in 
cash. By 1993, the IRS Criminal Investigation 
Division in Mahattan had been brought in to 
investigate Radwan's financial affairs in the 
United States. According to Egyptian authorities. 
Radwan was one of their nation's biggest drug 
smugglers who had been moving hashish and 
opium into Egypt since at least the mid-1960s. 
After his assets in Egypt had been finally seized, 
Radwan fled his native land and established 
residences in both the United Kingdom and the 
United States by the late 1980s. 

When IRS discovered that the assets Radwan had 
in the United States had been purchased with the 
proceeds of crime, a complaint was filed seeking 
their civil forfeiture. Not unexpectedly, Radwan 
then claimed that all his defendant pmperties were 
derived from legitimate sources of income in 

Egypt or fiom an inheritance left to him from his 
father, a Bedouin Chief in the Sinai. He provided 
documents to support his claims that his wealth 
was only from honest means - mining quarries, an 
automobile import-export enterprise and general 
contracting. with &help of the gypt ti& anti-
narcotics police and officials from the Ministries of 
the Interior and Justice, United States special 
agents gathered pertinent documents that refuted 
Radwan's contentions regarding the sources of his 
wealth. In August of 1998, a consent order and 
judgment of forfeiture was filed in the Southern 
Judicial District of New York where Radwan 
agreed to forfeit to the United States $2 million in 
full settlementand satisfaction of the government's 
claims. 

From this forfeited amount, the Fund has also 
shared with DEA and the Government of the 
United Kingdom but perhaps the most telling 
portion was the firsttime ever amount shared with 
Egypt from the Fund. As Ambassador Famy 
mentioned in his remarks upon accepting the 
check, it shows that there are many other positive 
intemctionsbetween the governments of theUnited 
States and Egypt beyond those normally headlined 
on an evening news broadcast. In this particular 
instance, it was a very tangible support provided by 
the Fund to strengthen the anti-narcotics efforts of 
Egyptian law enforcement. 

Helping Communities .Target Armed and 
Violent Criminals. Several years ago, when the 
Bureau of Alcohol, Tobacco and F i s  initiated 
its Ceasefire program to bring the latest forensic 
technology to bear in the battle against violent 
offenders, the Treasury Forfeiture Fund was there 
to provide the critical funding needed to make it 
succeed. Today, the Fund is still there supporting 
Ceasefire's successor, the National Integrated 
Ballistics InformationNetwork, as it helps violence 
plagued communities across the country link and 
prosecute what only a short while ago may easily 
have been a series of unrelated occurrences. 

A key element from Ceasefw that continues in the 
newer national network is the Integrated Ballistic 
Identification System or IBIS. What IBIS does is 
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apply the benefits to computertechnology to what 
once was a painstaking and time-consuming chore. 
IBIS uses computer imaging to match cartridges or 
bullets from multiple shooting incidents. It allows 
investigators to link a shooting in one city to 
shootings involving the same weapon in other 
localities. It automatically compares the crime 
scene bullet or cartridge casing with other bullet 
and cartridge casings that have been previously 
entered into the system. From its extensive 
automated search, it produces a short list of likely 
matches which then allows the firearms examiner 
to hone in on the best prospects for identifying 
bullets or cartridge cases that came from the same 
fuearm. IBIS has taken what had often been a 
quest for a needle in a haystack and greatly 
increased the odds for success as the following 
examples demonstrate: 

. €The Seventh WardSoldiers -Thev were a 
violent New Orleans streetgang sometimes 
known as the Hardheads and otherwise as 
the Seventh Ward Soldiers. They laced 
their drug trafficking enterprise with 
violent murders and brutal assaults. 
Detectives from the New Orleans PD 
provided cartridge casings and bullets 
recovered from victims and crime scenes 
for the IBIS evaluation system. IBIS 
connected several different firearms used 
by the gang and the national network 
matches or hits contributed to the 
identification of witnesses who helped 
establish a connection among the crimes. 
Law enforcement's efforts contributed to 
the indictment of thirteen Seventh Ward 
Soldiers, six of whom were convicted and 
sentenced to life in prison while another 
six pled guilty and were awaiting 
sentencing. 

. €A Phone Booth Murder - The Oakland 
Police found the victim shot to death inside 
a telephone booth. They had no suspects 
and few leads. What little they had were 
bullets found at the scene and these were 
entered into the IBIS unit at the Oakland 
police crime laboratory. One year later, in 

the summer of 1997, two suspects, who 
happened to be felons in violation of their 
parole, were arrested in possession of a 
firearm and jailed. The firearm that was 
taken from the two was test-fired and the 
results were entered into IBIS. A firearms 
examiner was then able to determine that 
same firearm had been used in the phone 
booth murder. Confronted with this 
infomation, the two suspects confessed. 
saying that they had killed their victim 
following a daylong robbery and shooting 
spree. They also identified a third suspect 
involved in the crimes. 

. From New Britain to Paterson - On St. 
Patrick's Day, a restaurant owner was 
murdered execution-style in New Britain, 
Connecticu&after three masked and armed 
gunmen entered his establishment. Less 
than two weeks later, three teenagers were 
gunned down in a gang related incident in 
Paterson, New Jersey. Two of the three 
died. About a year later, in April of 1998, 
the shell casings and bullet fragments 
recovered from these homicides resulted in 
a hit in the IBIS unit at the Essex County 
Sheriffs office in Newark. By determining 
conclusively that the same gun was used in 
the Paterson murders and the restaurant 
killing, the State of Connecticutwas able to 
issue an arrest warrant for a suspect in the 
New Britain crime. 
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Chapter 5: 

Program Performance and Financial Highlights 

Mission . 

The mission of the Treasury Forfeiture Fund (the 
Fund) is to support the Department of the 
Treasury's (the Department) national asset 
forfeiture program in a manner that results in 
Federal law enforcement's continued and effective 
use of asset forfeiture as a law enforcement 
sanction to punish and deter criminal activity. 

Goals 

The goals of the Fund are to: 

1 .  	 Affirmatively influence the use of asset 
forfeiture by Federal law enforcement to 
punish and deter criminal activity; and, to 
manage revenues to cover the costs of 
seizure and forfeiture. 

2. Affinnativelv influence Federal law-
enforcement to enforce due process rights 
of affected persons; and, enhance 
cooperation among participating foreign, 
Federal, state and local law enforcement 
agencies. 

Objectives 

The following are the objectives of Fund 
Management in purming goals of the program: 

ObjectivesAssociated with Goal 1: 

. Influence Federal law enforcement to 
bring civil and criminal asset forfeiture 
counts against criminal enterprises; 

. 	 Influence the development of improved 
case law; 

. Pay all expenses of the Fund; 

. 	 Eliminate the Treasury asset forfeiture 
program from GAO's "high risk list". 

ObjectivesAssociated with Goal 2: 

. Prevent violation of citizens' due process 
rights; 

. Ensure similarly situated citizens are treated 
d i e ;  

. Ensure forfeiture revenue is sufficient to pay 
equitable shares, and pay state and local 
overtime pursuant to joint task force 
operations; and 

. Coordinate Federal policy between the two 

national asset forfeiture programs. 

Measures 

The four performance measures currently in use by 
Fund Management are: 

. Processing time for equitable sharing 
payments; 

. Days elapsing between forfeiture and 
disposition of real property; 

. Timely processing of administrative cases; 
and 

. Percent that regular revenue to the Fund 
covers regular expenses of the Fund 
program. 

While few in number, Fund Management.considers . 	 Influence the availability of forfeim the" perfommce measures to be fairly 
revenue; comprehensive indicators of major segments of the 
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Treasury's asset forfeiture program's financial and 
internal controls. 

Summaw of Proeram Performance 

As the fifth year in which the Fund has had in 
place performance indicators, results fiom FY 
1999 allowed for comparison with results from 
FY 1998 as a means of monitoring forfeiture 
program operations. For FY 1999, the 
performance measures selected for monitoring 
were: (i) processing time for equitable sharing 
payments for currency assets with a target time 
frame of 7.3 months, (ii) days elapsing between 
forfeiture of real property and disposal through 
sale with a target time frame of 12 months, (iii) 
timely processing of the administrative seinve 
inventory with a target time frame of 75 percent 
being processed in a timely fashion; and (iv) the 
extent to which mandatory operational costs of the 
asset forfeiture program are funded by current 
year regular revenue. 

Although we did not achieve performance targets 
in all of our performance measures, we came very 
close, and Fund Management considersthis year's 
performance to be largely satisfactory if not on 
target for each measure. Data on the timely 
processing of equitable sharing payments for 
currency assets indicates that performance 
improved from 8.9 months in FY 1998 to 7.3 
months in FY 1999. In addition, while 
performance against this measure improved 
significantlyduring FY 1999, achieving our target 
with a healthy margin, the number of payment 
transactions also increased from nearly 4,900 in 
FY 1998 to over 5,200 in FY 1999. The dollar 
value of FY 1999 equitable sharing expenses 
increased by 108.2 percent over the FY 1998 
expense level, with expenses of approximately 
$152 million in FY 1999, up from expenses of 
$72 million in FY 1998. The FY 1999 figure 
includes estimates of equitable sharing expenses 
amounting to approximately $29 million. This is 
because beginning FY 1999 Fund Management 
decided to expense a portion of all known 
equitable sharing requests pending f d  approval 
at year end. 

Though missing the performance target of 12 
months, the timely disposal of real property took 
12.95 months on average after forfeiture during FY 
1999, an improvement from 13.84 months in FY 

(69.5%) of1998. About sixty nine and a half percent 
FYopen administrative seizure cases at the end of 

1999were within prescribed time fiames, exceeding 
our FY 1998 performance of 68 percent. The 
performance fell short of the target rate of 75 
percent for the year. 

Regular revenue to the Fund for FY 1999 covered 
regular expenses to the Fund by 107 percent, more 
than meeting the annual target of 100 percent. 

Processing time for equitable sharing payments. 
Equitable sharing of the Fund's revenue continuesto 
be one of the most visible operationsof the Treasury 
asset forfeiture program. The reason this measure is 
important to Fund Management is that equitable 
sharing expenses represent a substantial amount of 

every year. State and localthe expenses of the Fund 
law enforcement agencies derive a valuable benefit 
from equitable sharing proceeds that assist them in 

traaicking andongoing operations to combat drug 
violent crime. Delayed payments can damage 
critical working relationships with state and local 
law enforcement agencies that work hard in 
partnership with the Federal sector in the fight 
against crime and can distort financial data needed 
for resource management planning. 

Data indicates that the average time to make an 
equitable sharing payment for a currency asset 
decreased &om 8.9 months in FY 1998 to 7.3 
months in FY 1999. Performance agajnst this 
measure improved by over a month and a half, 
inspite of the fact that FY 1999was another banner 
year for equitable sharing with our state and local 
law enforcement pamers. FY 1999 financial 
statements indicate equitable sharing with state and 
local law enforcement agencies, and foreign 
countries of over $152 million as compared to $72 
million in FY 1998. The associated transaction 
volume increased to a remarkable 5,200 separate 
transactions, up fiom 4,900 in FY 1998and 2,100 in 
FY 1997.No additional staffresourca were applied 
by the program toward this achievement. 
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The average time between forfeiture and 
disposal of real property. The processing of real 
property through forfeiture is the most complex 
function encountered by the Treasury law 
enforcement agencies, and as such, has required 
Fund Management to develop special procedures 
to dispose of this property. Fund Management has 
made a decision that all forfeited real property 
offered for sale by the Department will possess 
clear title. The issuance of clear title benefits the 
purchaser by allowing the buyer to obtain a 
mortgage on the property. The process of issuing 
clear title requires the government to resolve all 
outstanding issues regarding the property 
including outstanding taxes, liens, building 
violations and environmental issues. The process 
of providing clear title increases the time the 
property is held in the status of forfeited, but not 
sold. While the process of providing clear title 
increases the timeframe by which property is held 
by the government and as a result increases the 
holding costs per property; the difference is more 
than made up by allowing the Fund to sell the 
property at market value and thus increase the 
revenue per property. 

Given the complexities of selling real property 
versus other types of assets, it is Fund 
Management's opinion that the best achievable 
performance target for this measure is nine 
months. Our inte~imtarget for FY 1999 was 12 
months. During FY 1999, the average time 
between forfeiture and disposal of real property 
was 12.95 months, an improvement over FY 
1998's disposal period of 13.8 months. 
Performance againstthis measure reflectsprogram 
initiatives designed to eliminate "problem" 
properties from the inventory, which on average 
take considerably longer to dispose of than 
routinely processed properties. In addition, the 
statistic includes p r o e e s  for which private title 
insurance was unavailable, preventing would-be 
purchasers from obtaining loans... Fund 
Management's continuing initiative to issue 
Special Warranty Deeds for such properties 
should prevent this type of property problem from 
skewing future performance data. Nevertheless, 
the disposal of real property is one of the more 

complicated activities associated with the Treasury 
asset forfeitureprogram. 

The very fact that the government must resolve any 
potential issues against a real property that was 
created by a violator whose sole intent was to 
conceal either the existence or proceeds of illegal 
activities complicates the closing of a forfeited 
property sale. These issues burden the government 

andlorto ensure due process to the original violator 
legally interested parties. including possible 
innocent family members. payment of all 
outstanding encumbrances against the property and 
the legal resolution of any complications that could 
harm a potential purchaser. The resolution of these 
types of issues all takes time and vary on a case by 
case basis. Through close coordination with the 
seized property contractor, the executive agent, the 
seizing agency and the U.S. Attorneys, Fund 
Management continues to provide oversight to 
identify ways and procedures to ensurethat forfeited 
real property is disposed in a timely manner. 

Age of administrative seizure inventory. 
Administiative forfeitures are those in which an 
asset is forfeited without judicial involvement. To 
ensure that the due process rights of citizens are 
protected and that revenue is collected in a timely 
manner, a goal of the forfeiture program is to 
process administrative cases quickly. A by-product 
of this Fund Management initiative is a more 
efficient equitable sharing process which serves to 
reinforce the working relationship between Federal, 
and state and local law enforcement bureaus. Fund 
management established 9 months for the Customs 
Service and 6 months for all other enforcement 
bureaus as a reasonable period to process 
administrative seizure cases. 

The.timelyprocessing of administrative cases within 
the prescribed times improved by more than one 
percent to over 69.5 percent in FY 1999 as 
compared to 68 percent in FY 1998, but still falls 
short of our goal of 75 percent. Referenced figures 
exclude weapons cases for ATF because ATF does 
not administratively forfeit firearms and ammunition 
until all judicial activities are completed. This is 
consistent with the Gun Conk01Act Also excluded 
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from the performance statistics are several 
unusual investigationsof the IRS which, although 
they are administrative in nature, are actually 
under the control of the U.S.Attorneys Office. 
Inclusion of these cases in the routine case 
statistics would unfairly skewperformance data. 

Additionally, calculations related to this 
perfonnance measure were based on information 
provided in reports submitted by the respective 
law enforcement bureaus as required by EOAF's 
Directive 26, 'Timely Processing of 
Administrative and Civil Judicial Forfeiture 
Cases." 

Extent to which Regular Revenue Covers 
Mandatory Expenses. The objective of this 
measure is to gauge the Fund's management 
program in runuing the Treasury forfeiture 
program in a solvent manner that maintains the 
vitality and continuity of the Fund to meet 
expenses of the asset forfeiture program in the 
current year and in the future. The annual 
performance target of 100 percent is calculated by 
dividing total regular revenue for the current 
fiscal year by total mandatory expenses of the 
Fund for the current fiscal year. Fund 
Management does not intend to establish a 
performance goal in excess of 100percent for this 
measure to avoid 'speed trap" problems in the 
program. For FY 1999, Fund Management 
successfulfy achieved the 100 percent target. A 
similar analysis for FY 1998 also indicates that 
Fund Managementachievedthe 100 percent ratio 
of regular revenue to mandatory expenses of the 
Fund. €

Financial Highlights 

The following provides a brief explanation for €
each maior section of the audited financial€-
statementsaccompanyingthis report for the fiscal 

30,1999.year Theseended September statements 
prepared tohave been disclose the financial 

position, results of operations and changes in net 
pursuant to theposition requirements of the Chief 

Financial qfficers Act of 1990, and the 
Government Management Reform Act of 1994 

(GMRA).While the financial statements have been 
prepared fiom the books and records of the Fund in 
accordance with the formats prescribed by the 
Office of Management and Budget, the statements 
are different fkom the hancial reports used to 
monitor and control budgetary resources that are 
prepared fiom the same books and records and are 
subsequently presented in Federal budget 
documents.Therefore, it should be noted that direct 
comparisonsare not possible between figures found 
in this report and similar financial figures found in 
the FY 2001 and FY 2000 Appendix. Budyet of the 
United StatesGovernment.Further, the notes to the 
financial statements and the independent auditor's 
opinion and report on internal controls are also 
integral components to understanding fully the 
financial highlights of Fund operations described in 
this chapter. 

Statement: Chan~esin Net Position €

A comparisonof revenues and financing sources for 
the past two fiscal years is shown in the table below: 

Total Financing Sources €
End of Year €

(Dollars in Millions) €

Financing Sources €

Forfeited currencyand €
monetary instruments €

Salesof forfeited property, net €
of mortgages and claims €

Proceeds from participation €
with other federal agencies €

Value of property transfed in €
equitable sharing €

Payments in lieu of forfeiture, €
liet of refund €

Reimbursed costs €

Carriedforward €
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Total Financing Sources 
End of Year (Continued) 

(Dollarsin Millions) 

Brought forward 

Others 

Subtotal, financing from 
public sources 

Intra~overnmental 

Investment interest income 

Transfer(s) from ONDCP 

Subtotal,financing from 
intragovernmental sources 

Total,gross revenues and 
transfers in 

Less: Applied Financing 

&& 

Equitable sharing - foreign 
countries 

Equitable Sharing - State and 
local law enforcement 

Victim restitution 

Subtotal,financing applied to 
revenues earned with the 
Public 

Intraeovernmental 

Equitable sharing - other 
federal agencies' 

Total, appliedfinancing 

Total Financing Sources 

a Pursuant to Title 11 U.S.C.9703(n). 

Currency and Monetary Instruments. The 
Fund's primary source of revenue is forfeited 
currency and monetary instruments. For FY 1999, 
revenue from forfeited currency and monetary 
instrumentstotaled $261 million, or 84 percent of 
total revenues from public sources, versus $167 

million, or 74 percent of public source revenue in 
FY 1998. 

Sale of Forfeited Property. The revenue from the 
sale of forfeited property was $23 million in FY 
1999 and $37 million in FY 1998. 

Proceeds from Participating with Other Federal 
Agencies. Pursuant to Title 28 U.S.C. 524(c), the 
Department of Justice is authorized to share 
forfeited proceeds with the Department reflecting 
the degree of Treasury law enforcement in the effort 
leading to seizure of the forfeited asset. Funding 
from these sources is available to the Secretary of 
the Treasury, without fiscal year limitation, for any 
Treasury law enforcement purpose. For FY 1999. 
these proceeds from joint investigations with other 
Departments totaled over $12 million, and for FY 
1998 they totaled over $13 million. 

Investment Interest Income. The Fund is 
authorized to invest cash balances in Treasury 
securities. On September 30, 1999, investments 
totaled $540 million. This amount included $287 
million invested from balances of the Fund and $253 
million invested from seized currency balances not 
yet forfeited. Interest income earned on these 
investments during FY 1999totaled $23 million, up 
from $21 million in FY 1998. 

Applied Financing. The total applied financing 
from the Fund increased to $154 million in FY 1999 
from $74 million in FY 1998. The increase is 
attributable to another banner year for equitable 
sharing with our state, local and foreign law 
enforcement partners.FY 1999 financial statements 
indicate equitable sharing with state and local, and 
foreign law enforcement agencies of over $152 
million as compared to just over $73million in FY 
1998. These expenses represent forfeited dollars 
shared directly with state and local and foreign law 
enforcement agencies for their role leadi i  to the 
seizure of assets ultimately forfeited to the 
Department's asset forfeiture program. The 
Department's policy generally r e h c t s  the use of 
these fundsby the state and local, and fosign law 
enforcement agencies to law enforcement purposes. 
Through this policy, the Federal asset forfeiture 
program intends to encourage the continued 
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cooperation of state and local and foreign law 
enforcement with Federal law enforcement. The 
FY 1999 figure also includes a change in the 
estimate to reflect the majority of amounts 
previously identified in earlier statements as 
contingent liabilities. 

Statement: Net Cost 

Program Costs. After revenue is applied toward 
policy mandates, the remaining financing supports 
the law enforcement expenses of the Fund and 
pays for the storage of seized and forfeited 
property and sales costs associated with the 
disposition of forfeited property. Non-
discretionary costs increased to nearly $187 
million in FY 1999, up $64 million from the FY 
1998 level, an increase of 52 percent. This is 
largely due to increases in nondiscretionary 
expenses associated with investigative costs and 
asset management and additional super surplus 
expenses in FY 1999. Recent operational 
surpluses of the Fund have resulted in greater 
super surplus declarations in the past couple of 
years, and the expenses from projects approved 
for funding from that authority are now appearing 
on the Fund's financial statements. 

Among the initiatives toward which the Fund has 
applied substantial resources has been the 
Department's Year 2000 (Y2K) automation 
initiative. The Treasury asset forfeiture program is 
heavily automated and failure of the program's 
widely-cast automation network to function in the 

(Y2K) would haveyear 2000 damaging effects on 
the program's ability to properly tracknationwide 
seized and forfeited assets of the program. To help 
ensure against catastrophic problems in this 
regard, significant resources totaling about $55 
million were authorized from the Fund in FY 
1998for automatiop-related purchases designed to 
correct Y2K deficiencies identified by the 
Department, including the referenced $50 million 
from non-discretionary authority. A portion of 
these resources were expensed during FY 1999 
and are included among the increased programs 
costs this year. 

Program Costs 

End of Year 


(Dollars in Millions) 


Non-discretionary 

Costs incurred with the Public 

National seized property 
contractor 

State and local law 
enforcementjoint operations 

Subtotal non-discretionq 
costs incurred with the Public 

lntraeovernmental 

Seizure investigative costs 
asset management 

Other asset related contract 
services 

Awards to informer 

Data systems, training and 
others 

Super surplus 

Secretary's enforcement Fund 

Total, inbagovemmental 

Total non-discretionary 

Discretionary' 

lntraeovernmental 

Purchase of evidence or 
information 

Federal law enforcement 
conveyance 

Data systems, training and 
others 

Total discretiommy 

Total Program Costs 

*Lessthan $500,000 
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"Althoughthe Fund did not have discretionmyauthoriry in 
FY 1999. these e x p e w  represent obligariom of prior 
years, the purchases of which were delivered during FY 
1999,and t h e r e e ,  a p e d  during FY 1999. 

National Seized Property Contractor. The 
single largest program expense of the Fund is for 
the storage, maintenance and disposal of real and 
personal property. This function is performed by 
the Property Custodian, a private f m  under 
contract to the U.S. Customs Senice. The 
Property Custodian provides storage for 
Treasury's forfeiture program through a 
nationwide system of 17 warehouse facilities with 
a capacity in excess of 470,000 square feet, as 
well as supplemental facilities provided by over 
200 active vendors under contract to the Property 
Custodian. The seized property contract expenses 
in FY 1999 were approximately $33 million, as 
compared to $28 million for FY 1998. The 
difference in cost reflects increased physical 
property on hand during FY 1999 as compared 
with FY 1998. 

Super Surplus and the Secretary's 
Enforcement Fund. Super Surplus expenses 
totaled $41 million in FY 1999 as compared to 
$17 million in FY 1998. The Super Surplus is one 
of the Fund's permanent spending authorities, 
authorized under Title 31 U.S.C. § 9703(g)(4)(B). 
At the end of each fiscal year, after reserving the 
Fund's retained capital for start-up expenses, the 
remaining Funds may be declared as Super 
Surplus authority available to the Secretary of the 
Treasury for any Federal law enforcement activity 
in the subsequent year and are available until 
expended. 

Expenses of the Secretary's Enforcement Fund 
(SEF) totaled $6 million in FY 1999, from $5 
million in FY 1998. As with the Super Surplus, 
the SEF is another one of the Fund's permanent 
spending authorities. The SEF is authorized under 
Title 31 U.S.C. 5 9703(b)(5) and is derived from 
asset sharing revenue received from the Justice 
Devartment and the U.S. Postal Service. Such 
revenue represents Treasury's share of forfeitures 
to the Justice asset forfeiture program- - that resulted 
from joint investigations. The SEF is availableto 

fund any Treasury law enforcement activity. 

Statement: Balance Sheets 

Assets of the Fund's balance sheet are composed of 
entity and non-entity assets. Entity assets are assets 
that belong to the Fund. Non-entity assets are seized 
assets not legally used by the ~unduntiljudicially or 
administratively forfeited, but are in the custody of 
the government. 

A summary of all assets required for presentation on 
the Balance Sheet of the Fund as of September 30, 
1999 is presented in the following table. As shown 
on the Balance Sheet, the total of both entity and 
non-entity assets decreased from $862 million at 
the end of FY 1998, to a total of $757 million at the 
end of FY 1999, a decrease of $105 million or 
twelve percent. However, as disclosed in Footnote 
9 in the financial statements, seized property 
reported increased from $249 million at the end of 
FY 1998, to $273 million at the end of FY 1999, an 
increase of $24 million or ten percent. This accounts 
for the majority of the increased costs of the seized 
property dontract diuxlssed in the Stiitementsof Net 
Cost above. However, we also experienced an 
increase in forfeited physical inventory of $3 million 
ffom the end of FY 1998 to the end of FY 1999, 
further contributing to increased costs of the seized 
contract in FY 1999. Overall, seized and forfeited 
property on hand at year end increased by $24 
million from the end of FY 1998 to the end of FY 
1999. 

Assets Owned bv the Fund (Entitv Assets): 

Cash and Other Monetary Assets totaled $140 
million on September 30, 1999, as compared to a 
balance of $137 million on September 30, 1998. 
This balance fluctuates based on the timing of 
deposits of forfeited currency into the Fund and 
distributionsof forfeited currency shared with local, 
state and foreign law enforcement agencies. On 
September 30, 1999 the Fund had entity 
investments and related interest in Treasury 
securities of $288 as compared to $248 million on 
September 30,1998. The balance for total accounts 
receivable intragovemmental and non-
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intragovernmental totaled about $1 million on 
September 30, 1999, similar to that reported for 
September 30, 1998. The value of forfeited 
property, held for sale, net of mortgages, 
liens and claims on September 30, 1999, was 
$26 million, 'up from $24 million reported on 
September 30, 1998. The value of forfeited 
property, to be shared with Federal, state, local 
or  foreign governments totaled about $1 million, 
similar to that reported at the end of FY 1998. 
Advances totaled about $1 million on September 
30, 1999, down from $28 million reported on . .  . .
September 30,1998. Muurmang advances serves 
to increase balances available for investment for 
the Fund, improving investment earnings. 

Assets not Owned bv the Fund (Non-Entitv
m: 
Finally, the total for seized cash and other 
monetary assets, invested and not invested, on 
September 30,1999, was $300 million, a decl'ease 
h m  the $423 million reported on September 30, 
1998. 

Entity and Non-Entity Assets of the Fund €
End of Year €

(Dollars in Millions) €

Entity Assets (Assets Owned 
by the Fund) 

Intragovernmental 

Investments and related interest 

Accounts receivable 

Advances 

Subtotal, inmagovernmental 
assets 

&!.& €

Cashhnonetaryassets 

Accounts receivable 

Carriedforward 

- - - - -€

Entity and Non-Entity Assets of the Fund 
End of Year (Continued) 

(Dollars in Millions) 

Broughtforward 

Forfeited property 
Held for sale, net of mortgages. 

liens and claims 

To be shared with federal, state 
or local or foreign governments 

SubtotalPublic 

Total, entity assets 

Non-Entity Assets (Not Owned 
by tbe Fund) 

Seized currency 

Cash and other monetary 
assets* 

Investments* 

to to^, nm-entity assets 

Total Assets 

*Under the Statement of Financial Accounting Standards (SEAS) 
No. 3, effective September30. 1994. and thereafter. Eeizcd currency 
is reported as a custodial aan upon seizure. The amount cited here 
rcprexnts seized currency held by Treasury in a suspense account 
invested. or on hand at field office locations. 

Liabilities and Net Position: 

A summary of the liabilities and net position of the 
Fund as of September 30, 1999, as compared with 
September 30, 1998 is presented in the following 
table. The large decrease in intragovernmental 
liabilities covered by budgetary resources is 
associated with a decrease in seized currency, of 
$123 million from last year. This merely reflects the 
variable natureof asset forfeiture from year to year. 

Revenue from forfeited property held for sale is 
deferred until the property is sold. When compared 
to FY 1998, slightly more forfeited property was 
held for sale on September30,1999, which accounts 
for the increase in deferred revenue from forfeited 
assets of $2 million from the end of FY 1998to the 
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end of FY 1999. Accounts payable (both 
intragovemmental accounts and public accounts) 
totaled $44 million on September 30, 1999, an 
increase of about $14 million over the total 
reported at the end of FY 1998 of $30 million. 

Seized currency totaled $300 million on 
September 30,1999, forming the largest liability 
of the Fund. The liabiity for seized currency 
compares to a total on September 30, 1998, of 
$423 million. The net position of the Fund on 
September 30, 1999, totaled $325 million, as 
compared to $344 million on September 30,1998, 
a decrease of % 19 million or 5.5 percent fkom FY 
1998. 

Liabiiities and Net Position 
End of Year 

(Dollars in Millions) 

Liabilities Covered by 
Budgetary Resources 

Jntraeovernmental 

Distributions payable 
Other federal agencies 

Accounts payable 

Total, intragovemmental 
Iiabilities 

Liabilities to the Public 

Seized currency 

Distributions payable 

State, local and foreign law 
enforcement agencies 

Victim restitution 

Accounts payable 

Deferred revenue fiom 
forfeited assets 

Total liabilities to the Public 

Total Liabilities covered by 
budgetary resolaces

Liabilities and Net Position 
End of Year (Continued) 

@oilas in Millions) 

Liabiiities not Covered by 
Budgetary Resources 

Commitmentsand 
Contingencies 

Total Liabilities 

Net Position 

Retained Capital 

Unliquidated obligations 

Results of Operations 

Transfers fiom ONDCP 

Total Net Position 

Total Liabilities and Net 
Position 

Summary of Financial Highlights 

Net Position. In summary, the Fund concluded FY 
1999 "in the b l a c c  with more than sufficient 
resources necessary to commencethe business of the 
next fiscal year. This outcome was achieved even 
though there was a $18.9 million deficit in the 
results of operations in FY 1999. This deficit arose 
largely due to increases in non-discretionary 
expenses associated with investigative costs and 
asset management, and, increased super surplus 
expenses in FY 1999. 

Additionally, equitable sharing expenses reported 
for the year includes approximately 29.1 million 
accmed for certain probable equitable sharing 
liabilitiesexisting at year end (treated as contingent 
liabilities of the Fund in prior years). 

Policy Issuance. During FY 1999, Fund 
Management continued to identify incremental 
improvementsin operational processes and financial 
management operations. Recognizing the close 
connection between field operations and proper 
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financial management, the Executive Office for €
Asset Forfeiture continued the process of €
reviewing and updating the policy guidelines €
disseminated by the office. €

SeizingMotor Vehicles, Payment of Liens and 
Official Use Requirements. In FY 1999, the 
Executive Ofice for Asset Forfeiture issued 
Directive No. 33 - Seizure of Motor Vehicles, 
Payment of Liens and @cia1 Use Requirements. 
(theDictive) Thepurposeof the new directive is €
to update the policies for seizing, forfeiting and €
retaining motor vehicles for official use found in €
the Department's Guide to Equitable Sharingfor €
Foreign Countries and Federal, State, and Local €
Law Enforcement Agencies (dated October 1, €
1996),and EOAF Directives 20 and 22. €

Highlights of the Dic t ive are as follows: €

Establishment of a $5,000 minimum net €
equity requirement for retention of motor €
vehicles for official use; €

Elimination of the $25,000 ceiling for €
payments of liens to retain vehicles for €
officialuse;and €

Establishment of a uniform motor vehicle €
appraisal methodology using the €
N.A.D.A. "Blue Book's" 'low retail €
value." €

From time to time, it is necessary to update €
official use policies of the Treasury asset €
forfeiture program to ensure that while the goals €
and objectives of the program are satisfied, the €
relative law enforcement needs of our €
participating agencies are also satisfied. In this €
particularinstance,Fund Management determined €
that more than one policy associated with the €
retention of vehicles for official use was out of €
date and in need of updating. €

FY 1999Audit. The Fund's independentauditors €
have given the FY 1999 financial statementsan €

Opinion.Unqualified €

Program Performance €

Financial and Program Performance - What is 
OMB Bulletinneeded No.and planned. 97-01, 

ofAgency Financial Statements,�Form and Content 
as amended, requires that agencies include an 
explanation of what needs to be done and what is 
planned to be done to improve financial or program 
performance. In that regard, Fund Management 
provides the following information with regard to 
material weaknesses and reportable conditions 
identified by auditors during the FY 1999financial 
statementaudit. 

Material Weaknesses. The following material €
weaknesses were identified in the FY 1999 audit €
report: €

(i) � Accounting records aremaintained ona cash 
basis; 

(ii) � The Fund's general ledger does not record €
all balances and transactions that are €
reflected in the financial statements; €

(iii) � System controls deficiencies continue to 
exist in the U.S. Customs Services' seized 
property and forfeited assets tracking 
system, the SeizedAsset and Case Tracking 
System (SEACATS). These deficiencies 
may result in SEACATSgeneratingproperly 
and currency case data that is not complete, 
accurateor authorized; 

Reportable Conditions. The following reportable 
conditions were identified in the FY 1999 audit 
report: 

(i) � Forfeited property is not recorded in the €
subsidiary system during the year at its fair €
value at the time of forfeiture; €

(ii) � The Fund does not adequately monitor €
property placed with the National Seized €
Property Contractor (the Property €
Custodian) during the year, and as a result €
the Fund is unable to accurately report the €
quantity and value of property held by the €
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Property Custodian at any particular time 
during the year; 

(iii) 	 The Fund's property management 
functions require improvement to ensure 
that: (i) funds, property, and other assets 
are safeguarded against loss from 
unauthorized use or disposition; and (ii) 
transactions are properly recorded and 
accounted for to permit the preparation of 
reliable financial statements and to 
maintain accountability over the assets; 
and, asset specific revenue and expenses 
are not recorded and accounted for 
accurately by the Fund in the various 
property management systems. As a 
result, the Fund is unable to accurately 
assess the revenue and costs related to 
individual seizures. 

Background. We have previously reported that 
the three material weaknesses would be corrected 
with the complete deployment of the Customs' 
Seized Asset and Case Tracking System 
(SEACATS). SEACATSwas intendedto serve as 
the financial system of record for the Fund and as 
a single repository for all inventory and case 
information related to seized and forfeited 
property, fines, penalties or liquidated damages of 
Customs. The development of this system was 
intended to replace several non-integrated tracking 
systems operated by Customs and would, once 
fully operational and interfaced with the general 
ledger, rectify all three of the prior year's material 
weaknesses identified by the Fund's auditors. 
With the assistance and participation of Fund 
Management, SEACATS was approved under 
Treasury D i v e  32-02, which requires that the 
development of revenue and financial 
management systems be sanctioned by the 
Assistant Secretary, for Management However, 
upon deployment in November 1996, the 
SEACATS system was beset with a number of 
start-up problems, including data conversion 
difficulties. Assisting the U.S. Customs Service 
with resolution of these problems has been among 
the highest priorities for Fund Management. 

Short Term Plans - Material Weaknesses. Fund 
Management has contracted to deploy a version of 

trackingIRSseizedthe property and forfeited assets 
RemevalTrackingsystem, andAsset Forfeiture 

(AFTRAK),System to the two smaller agencies 
currently usingparticipating thein the Fund that are 

Department of Justice Consolidated Asset Tracking 
System (CATS). In this manner, we intend to reduce 
the use of two separate systems used among the 
three non-Customs agencies to one system. 
Meanwhile, in FY 1999 significant enhancements 
were made to the property processing and reporting 
capabilities of SEACATS. However, system control 
deficienciescontinue to exist. It is expected that the 
currency processing capability of SEACATS will be 
corrected in a manner that will support year end 
reporting for FY 2000. 

Long Term Plans - Material Weaknesses. Before 
the Fund's general ledger can automatically record 
all accrual transactions associated with Fund's 
financial statements, it will be necessary to integrate 
all asset tracking systems supporting the Fund's 
financial statements with Customs' Asset 
Information Management System (AIMS). Only in 
this manner can fully automated accrual transaction 
accounting occur through the general ledger. 

Until SEACATS performance issues are fully 
resolved, Fund Management has determined that the 
current priority is the ability to document the 
inventory of all our agencies in a manner that can be 
substantiated through audit, and the general ledger 
manually adjusted from there. 

Fund Management's Plan Regarding Reportable 
Conditions. Management concurs with the 
auditor's recommendation that forfeited property be 
properly valued on inventory records and will work 
with Customs and the other agencies to ensure that 
a statistical adjustment is made for future financial 
statements until such time as automated systems are 
able to track such changes in value from seizure to 
forfeiture. 

Fund Management concurs with the .Auditor's 
recommendation that semi-annual reconciliations 
between Customs and the Property Custodian's 
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inventory reports be performed. Thiswill ensure 
that the property held as reported by all agencies 
agrees with the amount recorded by the Proper@ 
Custodian. 

Fund Management will work with the 
Accounting Services Division of Customs (ASD) 
regarding the handling of accounting transactions 
associated with either the Suspense Account or 
the Forfeiture Fund to ensure that revenue and 
expenses are reflected in the most accurate 
manner. 

Look Forward. Fund Management continues 
refreshed attention to Treasury's national asset 
forfeiture program during FY 2000. The 
Executive Office for Asset Forfeiture has 
published an Action Plan for FY 1999 and 2000 
that brings new resolve to properly managing the 
needs of the Fund, and establish a "roadmap" to 

levelshigher of efficiency. Fund Management 
takes pride in reporting the progress made in FY 
1999 and assures its constituency that creative and 
vital problem-resolution will continue. Already in 
FY 2000, the Fund management has received the 
prestigious "Hammer Award," for innovative 
program initiatives. 

Limitations of the Financial Statements. As 
required by OMB Bulletin 97-01, Form and 
Content of Agency Financial Statements, as 
amended, Fund management makes the following 
statements regarding the limitations of the 
financial statements: 

. . The financial statements have been 
prepared to report the financial position 
and results of operations of the entity, 
pursuant to the requirements of 31 USC 
3515@). 

. 	 While the financial statements have been 
prepared from the books and records of 
the entity in accordance with the formats 
prescribed by the Ofice of Management 
and Budget, the statements are in addition 
to the financial reports used to monitor 
and control budgetary resources which are 

prepared from the same books and records. 

The financial statements should be read with 
the realiition that they are for a component 
of the U.S.Government, a sovereign entity. 
One implication of this is that liabilities 
cannot be liquidated without legislation that 
provides resources to do so. 
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Gardiner, Kamya & Associates, RC. 
Management Consultants and Certified PublicAccountants €

1717K Street, N.W., Suite 601 Washington, D.C. 20036 €
Phone: 202 857-1777 €

Fax: 202 857-1778 €

Independent Auditor's Report on Financial Statements 

The Inspector General €
United States Department of the Treasury €
Washington, D.C. €

We have audited the Principal Statements(balance sheets and the related statements of net 
costs, changes in net position, budgetary resources and financing, hereinafter referred to as 
"financial statements") of the Deparhnent of the Treasury Forfeiture Fund (the Fund) as of, 
and for the years ended, September 30,1999and 1998.These financial statements are the 
responsibility of Fund Management. Our responsibility is to express an opinion on these 
financial statements based onow audits. 

We conducted ow audits in accordance with generally accepted auditing standards; the 
standards applicable to financial audits contained in Government Auditing Standards, 
issued by the Comptroller General of the United States; and, Officeof Management and 
Budget (ON)BulletinNo. 98-08,Audit Requirementsfor Federal Financial Statements, 
as amended. Those standards require that we plan and perform the audits to obtain 
reasonable assurance about whether the financial statements are free of material 
misstatement. An audit includes examining, on a test basis, evidence supporting the 
amounts and disclosures in the financial statements. An audit also &cludes assessing- the 
accounting principles used and significant estimates madebyFund Management, as well 
as evaluating- the overall financial statement -presentation. We believe that ow audits 
provide a reasonable basis for ow opinion. 

In our opinion, the financial statements referred to above present fairly, in all material 
respects, the financial position of the Fund asof September 30,1999 and 1998,and its net 
costs, changes in net position, budgetary resources, and the reconciliationof net costs to 
budgetary obligations, for the years then ended, in conformity with generally accepted 
accounting principles. 

In accordance with GovernmentAuditing Standards, we have also issued a report dated 
January 7,2000,on our consideration of the Fund's internal control structure and a report 
dated January 7,2000,on its compliance with laws and regulations. 

Member of the American Instituteof Certified Public Accountants 



Our audits were conducted for the purpose of fonning an opinion on the finaacial statements referred to in 
the first paragraph of this report as a whole. The information presented in Fund Management's Overview 
of the Fund and Other Accompanying Information sections is not a required part of the financial statements. . -

but is supplementary information required by OMB Bulletin No. 97-01,k r m  and Content ofAgency 
Fimncial Statements, as amended, or the 1992.AcrTreasuv Forfeiture Fund of Although we have read the 

proceduresauditingbe& subjectedinformation presented, appliedsuch information tohas not the in the 
audits of the financial statements and, accordingly,we express no opinion on it. 

This report is intended for the information and use of the Management of the Fund, the U.S.Department of 
the Treasury, OMB, and the U.S.Congress. However, this report is a matter of public record and its 
distribution is not limited. 

January 7,2000 



Treasury Forfeiture Fund €
Balance Sheets €

September 30,1999 and 1998 €
(Dollars in Thousands) €

Assets €

Entity Assets: €

Intragovernmental Assets: 
Cash and other monetary assets 
Investments and related interest (Note 3) 
Accounts receivable (Note 4) 
Advances (Note 5) 

Total Intragovernmental Assets €

Cash and other monetary assets (Note 6) 
Accounts receivable (Note 4) 

Forfeited property (Note 7) €
Held for sale, net of mortgages, liens and claims €

To be shared with Federal, state or local, or foreign €
governments €

Total forfeited proply, net of mortgages, liens €
and claims €

Total Entity Assets €

Non-Entity Assets: €

Intragovernrnental Assets: €
Seized currency: €

Investments (Note 3) €

Total Intragovernmental Assets €

Seized currency: €
Cash and other monetary assets €

Total Non-Entity Assets €

Total Assets €

The accompcrnying notes are an inregrolpart of thesefiMncia1 statements. 
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Treasury Forfeiture Fund €
Balance Sheets €

September 30,1999 and 1998 €
(Dollars in Thousands) 


Liabilities and Net Position 

Liabilities Covered by Budgetary Resources: 

Intragovernmental Liabilities: 
Distributions payable: 

Other Federal agencies 
Accounts payable 

Total Intragovernmental Liabilities 

Seized currency (Note 9) 
Distributionspayable: €

State and local agencies and foreign governments (Note 10) 

Victim restitution (Note 11) €

Accounts payable €
Deferred revenue h m  forfeited assets €

Total Liabilities Covered by Budgetary Resources 

Liabilities not Covered by Budgetary Resources: 

Commitmentsand Contingencies (Note 16) 

Total Liabilities not Covered by Budgetary Resources 

Total Liabiities 

Net Position (Note 12) 
Cumulative result. of operations 

Total Liabilities and Net Position 

The accompcmyingnotes are an infegralparf of thesefmancial statements 
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Treasury Forfeiture Fund 
Statements of Net Cost 

September 30,1999 and 1998 
(Dollars in Thousands) 

Non-Discretionary: 

Intragovernmental: 
Seizure investigative costs and asset management 
Other asset related contract services 
Awards to informer 
Data systems, training and others 
Super Surplus (Note 14) 
Secretary's Enforcement Fund (Note 15) 

Total Intragovernmental 

With the Public: 
National seized property contract services 
Joint operations 

Total with the Public 

Total Non-Discretionary 

Discretionary: 

Intragovernmental: 
Awards for information or assistance 
Federal law enforcement conveyance 
Data systems, training and others 

Total Intragovernmental 

Total Program Costs 

Less: earned revenues 

Net Cost of Operations 

thesefinancialpanan integral of statementsTheaccompanying notes are 
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Treasury Forfeiture Fund €
Statements of Changes in Net Position €

September 30,1999 and 1998 

(Dollars in Thousands) €

Net Cost of Operations 

Financing Sources (Non-Exchange Revenues): 
Intragovernmental 

Investment interest income 

Public 
Forfeited currency and monetary instruments 
Sales of forfeited property net of mortgages and claims 
Proceeds from participating with other Federal agencies 
Value of property transferred in equitable sharing 
Payments in lieu of forfeiture, net of refund 
Reimbursed costs 
Others 

Total Gross Non-Exchange Revenues 

Less: Equitable Sharing 
Intragovernmental 

Federal 
Public 

State and local agencies 
Foreign countries 
Victim restitution 

Total Equitable Sharing 

Total Non-Exchange Revenues, Net 
Transfers-In 

Intragovernmental 
ONDCPTransfer from 

Total Financing Sources 
Net Results of Operations 
Net Position-Beginning of Year 
Net Position-End of Year 

The accompa?ying notes are an integralpan of these$nanciai statements 
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Treasury Forfeiture Fund 
Statements of Budgetary Resources 

September 30,1999 and 1998 
(Dollars in Thousands) 

Budgetary Resources: 

Budget authority €
Unobligated balance - beginning of year €
Adjustments €

Total Budgetary Resources 

Status of Budgetary Resources: 

Obligations incurred 
Unobligated balance - available 

Total, Status of Budgetary Resources 

Outlays: 

Obligations incurred €
Less: adjustments €
Obligated balance, net - beginning of year €
Less: obligated balance, net - end of year €

Total Outlays 

The occomporying notes ore on integrolpon ooflkSefi~n~iar[staemenrs 



Treasury Forfeiture Fund 
Statements of Financing 

September30,1999 and 1998 
@ollars in Thousands) 

Obligations and Nonbudgetary Resources 

Obligations incurred 
Less: Spending authority from offsetting 

collections and adjustments 
Transfers-in 

Total Obligations and Non-budgetary Resources 

Resources That Do Not Fund Net Cost of Operations 

Changes in amount of goods, services, and benefits 
ordered but not yet received or provided 

Financing sourcesthat do not fund cost of operations 
Mortgages and claims 
Refunds 

stateflocal andEquitable sharing foreign)(Federal, 
Victim restitution 

That do NotTotal Resources Fund Net Cost of Operations 

Costs That Do Not Require Resources 

Financing Sources Yet to be Provided 

Net Cost of Operations 

The accompaying notes are an integral part ofthese~i~neialstatements 
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NOTES TO FXNANCIAL STATEMENTS 

Note 1: Re~ortingEntitv €

The Department of the Treasury Forfeiture Fund (Treasury Forfeiture Fund or the Fund) was established by 
the Treasury Forfeiture Fund Act of 1992,Public Law 102-393 (the TFF Act), and is codified at 31 U.S.C. 
9703. The Fund was created to consolidate all Treasury law enforcement agencies under a single forfeiture 
fund program administered by the Department of the Treasury (Treasury). Treasury law enforcement 
agencies fully participating in the Fund are: the US. Customs Service (Customs); the Internal Revenue 
Service (IRS); the United States Secret Service (Secret Senice); the Bureau of Alcohol, Tobacco and 
Firearms (ATF); the Financial Crimes Enforcement Network (FinCEN); and the Federal Law Enforcement 
Training Center (FLETC). FiCEN and FLETC contributeno revenue to the Fund and receive relatively few 
distributionsfiom the Fund. The US.Coast Guard (Coast m d ) ,  psnt of the Department of Transportation. 
also participates in the Fund. However, all Coast Guard seizures are treated as Customs seizures because 
the Coast Guard lacks seizure authority. 

Prior to the establishment of the Fund, ATF, IRS, and Secret Service participated in the Assets Forfeiture 
Fund of the Department of Justice. Customs had its own forfeiture fund into which deposits of all Customs 
and Coast Guard forfeitures were made. The Fund basically transformed the Customs Forfeiture Fund into 
a Departmental fund serving the needs of all Treasury law enforcement agencies. FinCEN and FLETC did 
not previously participate in any forfeiture fund. Prior to fiscal year (FY) 1994, only Customs and Coast 
Guard participated in the Fund. 

The Fund is a special fund that is accounted for under Treasury symbol number 20 X 5697. From this no-
year account, expenses may be incurred consistent with 31 U.SC. 9703, as amended. A portion of these 
expenses, referred to as discretionary expenses, are subject to annual appropriation limitations. Others, 
referred to as non-discretionaty (mandatory) expenses, are limited only by the availability of resources in 
the Fund. Both expense categories are limited in total by the amount of revenue in the Fund. The Fund is 
managed by the Treasury's Executive Office for Asset Forfeiture (EOAF). 

The principal goals of the Treasury forfeiture program are to: (i) punish and deter criminal activity by 
depriving criminals of property used in, or acquired through, illegal activities; (ii) be cognizant of the due 
process rights of affected persons; (iii) enhance cooperation among foreign, Federal, state, and local law 
enforcement agencies through the equitable sharing of assets that have been forfeited; and (iv) produce 
revenues to enhance the forfeiture program and strengthen law enforcement. 

Under a ~emorandum'ofunderstanding (MOU) with Treasury, Customs acts as the executive agent for 
certain operations of the Fund. Pwsllant to that executive agency role, the Customs Accounting Services 
Division (ASD) is responsible for accounting and financial reporting for the Fund, including timely and 
accurate reporting and compliance with Treasury, the Comptroller General and the Office of Management 
and Budget (OMB),regulationsand reporting requirements. 

Note 2: Summary of Sknificant-account in^ Policies 

Basis of Accounting €

The Fund began preparing audited financial statements in fiscal year 1993 as required by the Fund's 
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NOTES TO F11VANCIAL STATEMENTS 

enabling legislation 31 U.S.C. 9703(0(2)(H), and the Chief Financial Officers Act of 1990. Beginning with 
the Fiscal Year 1996report, the Government Management Reform Act of 1994 (GMRA) required executive 
agencies, including the Treasury, to produce audited consolidated annual reports and related footnotes for 
all activities a d  funds. 

The Fund's financial statements are presented in accordancewith OMB Bulletin 97-01, Form and Content 
of Agency Financial Statements, as amended. 

The Fund's entity and non-entity financial statements with respect to the balance sheets, the statements of 
net cost, and the statements of changes in net position are reported using the accrual basis of accounting. 
Under the accrual method, revenues are recognized when earned and expenses are recognized when a 
liability is incurred without regard to receipt or payment of cash. The Fund's statement of budgetary 
resources is reported using the budgetary basis of accounting. Budgetary accounting facilitates compliance 
with legal constraints and contmls over the use of Federal funds. The Fund's statement of financing is 
reported on both an accrual (authorization) and budgetary basis of accounting (obligations and unfilled 
customer orders) as a means to facilitate an understanding of the differences between these bases of 
accounting. 

Financial Statements Presented 

The financial statements are provided to meet the requirements of the Chief Financial Officers Act of 1990, 
and the Government Management Reform Act of 1994. They consist of the balance sheets, the statements 
of net cost, the statements of changes in net position, the statements of budgetary resources, and the 
statements of financing, all of which are prescribed by OMB Bulletin 97-01, as amended. 

The form and content of the balance sheet, as suggested by OMB, has been adjusted to present non-entity 
assets (and offsetting liabilities)to reflect the custodidfiduciary nature of certain activities of the Fund. 

These financial statements should be read with the reali t ion that they are for a component of a sovereign 
entity, that liabilities not covered by budgetary resources cannot be liquidated without the enactment of an 
appropriation, and that the payment of all liabilities other than for contracts can be abrogated by the 
sovereign entity. 

Comparativefinancial statementsare presented in order to provide a better understand'ig of, and identifyin% 
trends in the financial position and results of operations of the Fund. 

Allowable Fund Expenses 

The majority of the revenue recorded by the Fund is utilized for operating expenses ordistributed to state 
and local law enforkment agencies, other Federal agencies and foreign governments,- in accordancewith- -
the various laws and regulat%ns pverning the operations and activities of the Fund. under the TFF Act, 
the Fund is authorized to pay certain discretionary and non-discretionary expenses. 

Discretionary expenses include purchases of evidence and information related to smuggling of controlled 
substances; purchases of equipment such as vessels, vehicles, or aircraft to assist in law enforcement 
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NOTES TOFmTANCL4L STATEMENTS €

activities; reimbursement of private persons for expenses incurred while cooperating with a Treasury law 
enforcement organization in investigations; and publication of the availability of awards. Discretionary 
expenses are subject to an annual,definite Congressional appropriation from revenue in the Fund. 

Non-discretionary expenses include all proper expenses of the seizure (including investigative costs and 
purchases of evidence and information leading to seizure, holding costs, security costs, etc.), awards of 
compensation to informers, satisfaction of liens against the forfeited p~operty,and claims of parties with 
interest in forfeited property. Expenses incurred by state and local law enforcement agencies in joint law 
enforcement operations with Treasury law enforcement agencies are also recognized as nondiscretionary-
expenses. under the Act, non-discretionary expenses are subject to a indefinite congress ion^ 
appropriation, and financed througb the revenue generated from forfeiture activities without congressional 
limitation. 

The Fund's expenses are either paid on a reimbursement basis or paid directly on behalf of a participating 
agency. Reimbursable expenses are incurred by the respective agencies participating in the Fund against 
their appropriation and then submitted to the Fund for reimbursement. The agencies are reimbursed through 
Inter-Agency Transfers (SF-1081) or Online Payments and Collections (OPAC). Certain expenses such as 
equitable sharing, liens, claims and state and localjoint operations costs are paid directly from the Fund. 

Further, the Fund is a component unit of the Treasury, and as such, employees of the Treasury perform 
directlyPayrollcertain operational and administrative tasksrelated coststo the involvedFund. of employees 

in the security and maintenance of forfeited property are recorded as expenses in the financial statements 
b d  assetof the Fund management"(included in the line item "seizure ininvestigative costs the Statements 

of Net Cost). 

&pease RecognitionRevenue and €

h m  theRevenue forfeiture of property is deferred until the property is sold or transferred to a state, local 
or Federal agency. Revenue is not recognized if the forfeited property is ultimately destroyed or cannot be 
legally sold. 

recogruzedfiom currency uponis forfeiture. PaymentsRevenue in lieu of forfeiture (mitigated seizures) are 
h m  participating with certainrecognized as revenue when the payment is otherreceived. Revenue received 

recognized when the paymentFederal isagencies is received. Operating costs are recorded as expenses and 
goods are received or servicesrelated liabilities when are performed. Beginning FY 1999 certain probable 

equitable sharing liabilities existing at year end are accrued based on estimates. 

TFF Act, the Fund investsAs provided for in the seized and forfeited currency that is not needed for current 
operations. Treasury's Bureau of the Public Debt invests the funds in obligations of, or guaranteed by, the 
United States ~ov&ent. Interest is reported to the Fund and recorded monthly as revenue in the general 
ledger. 

Equitable Sharing (AssetsDistributed) €

Forfeited property, currency, or proceeds from the sales of forfeited property may be shared with Federal, 
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state and local law enforcement agencies or foreign governments, which provided direct or indirect 
assistance in the related seizure. In addition, the Fund may transfer forfeited property to other Federal 
agencies, which would benefit from the use of the item. A separate class of asset distribution was established 
for victim restitution in 1995. These dimibutions include property and cash returned to victims of h u d  and 
other illegal activity. Upon approval by Fund Management to share or transfer the assets, both revenue h m  
distributed forfeited assets and distributions are recognized for the net realizable value of the asset to be 
shared or transferred, thereby resulting in no gain or loss recognized. Revenue and or expenses are 
recognized for property and currency which are distributed to or shared with non-Federal agencies, per 
SFFAS No. 7, Accountingfor Revenue and Other Financing Sources. 

EntifyAssets 

Entity assets are used to conduct the operations and activities of the Fund. Entity assets comprise 
intragovernmental and non-intragovernmental assets. Intragovernmental balances arise from transactions 
among Federal agencies. These assets are claims of a Federal entity against another Federal entity. Entity 
assets wnsist of cash or other assets, which wuld be converted into cash to meet the Fund's current or future 
operational needs. Such other assets include investments of forfeited balances, accrued interest on seized 
balances, receivables, and forfeited property, which are held for sale or to be'distributed. 

. 	 Cash and Other Monetary Assets - This represents amounts on deposit with Treasury,including 
forfeited cash on hand not yet deposited. 

. 	 Investments and Related Interest Receivable - This iricludes forfeited cash held by the Fund that 
has been invested in short term U.S. Government Securities. 

. 	 Receivables - Intragovernmental receivables principally represent monies due from the law 
Fund The valuesenforcement agencies participating reportedin the for other receivables are 

primarily funds due from the national seized property contractor for properties sold; the proceeds 
for which have not yet been deposited into the Fund. 

. 	 Advances - This primarily represents cash transfers to Treasury or law enforcement agencies 
participating in the Fund for orders to be delivered. 

. 	 Forfeited Property and Currency - Forfeited property and cwrency is recorded in the respective 
seized property and forfeited asset tracking systems at the estimated fair value at the time of seizure. 
However, based on historical sales experiences for the year, properties are adjusted to reflect the 
market value at the end of the fiscal year for financial statement reporting purposes. Dii and 

capitahid for individual forfeited assets.indirect holding costs are not Forfeited currency not 
deposited i n ~ othe Fund is included as part of Entity Assets - Cash and Other Monetary Assets, in 
the accompanying Balance Sheet. 

Further, mortgages and claims on forfeited assets are recognized as a valuation allowance and a 
reduction of deferred revenue from forfeited assets when the asset is forfeited. The allowance 
includes mortgages and claims on forfeited property held for sale and a minimal amount of  claims 
on forfeited property previously sold. Mortgages and claims expenses are recognized when the 
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related asset is sold and is reflected as a reduction of sales of forfeited property. 

Additionally, SFFAS No. 3, Accounting for Inventov and Related Properv, requires certain 
additional disclosures in the notes to the financial statements, including an analysis of changes in 
forfeited property and currency, for both carrying value and q d t i e s ,  from that on hand at the 
beginning of the year to that on hand at the end of the year. These analyses are disclosed in Notes 
8 and 9. 

Non-Enti@Assets 

Non-entity assets held by the Fund are not available for use by the Fund. Non-entity assets comprise 
intragovernmental and other assets. Intragovemmental balances arise from bansactions among Federal 
agencies. These assets are claims of a Federal entity against another Federal entity. Non-entity assets are not 
considered as financing sources (revenue) available to offset operating expenses, therefore, a corresponding 
liability is recorded and presented as governmental liabilities in the balance sheet to reflect the 
custodidfiduciary nature of these activities. 

. 	 Seized Currency and Property - Seized Currency is defined as cash or monetary instrumentsthat 
are readily convertibleto cash on a dollar for dollar basis. OMB issued SFFAS No. 3 which requires 
that seized monetary instruments (cash and cash equivalents) be recognized as an asset in the 
financial statements and a liability be established in an amount equal to the seized asset value due 
to: (i) the fungible nature of monetary instruments; and (ii) high level of control that is necessary 
over these assets; and (iii) the possibility that these monies may be returned to their owner in lieu 
of forfeiture. 

Seized property is recorded at its appraised value at the time of seizure. The value is determined by 
usuaily based onthe aseizing entity and is market analysis such as a third party appraisal, standard 

vaiue publications or bankproperty statements. Seized property is not recognized as an asset in the 
financial statements as transfer of ownership to the government has not occurred as of September 
30. Accordingly, seized property other thanmonetary instruments is disclosed in the footnotes in 

3.accordance with SFFAS No. 

. 	 Investments - This balance includes seized cash on deposit in a Customs' suspense account held 
by Treasury which has been invested in short term U.S. Government Securities. 

. 	 Cash and Other Monetary Assets - This balance represents the aggregate amount of the Fund's 
seized currency on deposit in a Customs' suspense account held by Treasury, seized cash on deposit 
held with other financial institutions, and, cash on hand in vaults held at field office locations. 

Liabilities covered 'bjt ~ u d ~ e t a ~Resources 

Liabilities covered by budgetary resources represent liabilities incurred, which are covered by available 
budgetary resources. The components of such liabilities for the Fund are as follows: 

. Distributions Payable - Distributions payable to Federal and non-Federal agencies is primarily 
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related to equitable sharing payments and payments to be made by the Fund to the victims of fraud. 

. Accounts Payable - Amounts reported in this category include accrued expenses authorized by the 
TFF Act (see "Allowable Fund Expenses") for which payment was pending at year-end. 

. Seized Currency - Amounts reported in this category represents the value of seized currency that 
is held by the Fund which equals the amount of seized currency reported as an asset. 

. Deferred Revenue fromForfeited Assets - At year end, the Fund held forfeited assets, which had 
not yet been converted into cash through a sale. The amount reported here represents the value of 
these assets, net of mortgages and claims. 

LiabilitiesNot Covered by BudgetaryResources 

The Fund does not currently have liabilities not covered by available budgetary resources. 

Net Position 

The components of net position are classified as follows: 

. Retained Capital - There is no cap on amounts that the Fund can carry forward into FY 1999. The 
cap was removed by the fiscal year 1997 Omnibus Appropriations Act (PL 104-208). 

. Unliquidated Obligations - This category represents the amount of undelivered purchase orders, 
contracts and equitable sharing requests which have been obligated with current budget resources . 
or delivered purchase orders and contracts that have not been invoiced. An expense and liability are 
recognized and the corresponding obligations are reduced as goods are received or services are 
performed. In FY 1999, Fund Management decided to recognize as liabilities, a portion of the 
equitable sharing requests that were in final stages of approval subsequent to year end. Rior 
experiencewith the nature of this account indicated that a substantial portion of these requests were 
certain liabilities at year end. Prior to FY 1999, expenses and liabilities were recognized and the 
corresponding obligationsreduced when final management approval for an equitable sharing request 
was given (See also Distributions Payable at Note 10). 

. Results of Operations - This category represents the net difference, (for the activity during the 
year), between: (i) financing sources including revenues and transfers, and (ii) expenses. 

. Distributions to ONDCP's Special Forfeiture Fund - This category represents the balance to be 
transferred to ONDCP or received from ONDCP. See "Transactions with the Office of National 
Drug Control Policy (ONDCP)" at Note 12. 

Note 3: Investments and Related Interest 

All investments are intragovemmental short-term (35 days or less) non-marketable par value Federal debt 
securities issued by, and pmhased through Treasury's Bureau of the Public Debt. Investments are always 
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purchased at a discount and are reported at acquisition cost (market value), net of discount. The discount is 
amortized into interest income overthe term of the investment. The investments are always held to maturity. 
They aremade from cash in the Fund and h m  seized currencyheld in the Customs' Suspense Account. The 
Customs' Suspense Account became the depository for seized cash for the Fund following enactment of the 
TFF Act. The investment, net, represents the required market value. 

The following schedule presents the investments on hand as of September 30,1999 and 1998, respectively 
(dollars in thousands): 

Entity Assets 

September 30,1999: 

Treasury Forfeiture Fund - 35 days 
4.40% U.S. Treasury Bills 

Interest Receivable - on entity investments 
- on non-entity investments 

Total Investment,Net, and Interest Receivable 

September 30,1998: 

Treasury Forfeiture Fund - 28 days 
4.44% U.S. Treasury Bills 

Interest Receivable - on entity investments 
- on non-entity investments 

Total Investment, Net, and Interest Receivable 

Non-entity Assets 

September 30,1999: 

U.S. Customs Suspense Account - 35 days 4.40% 

US.  Treasury Bills 


September 3,1998: 


U.S. Customs Suspense Account - 28 days 


Unamortized Investment, 
Discount met) 

4.44% U.S. Treasury Bills $344,436 $ (1,189) $343.247 

Interest receivable includes interestearned on seized currency investments (non-entity investments) which 
belongs to the Fund once it is earned. 
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Note 4: Accounts Receivable 

No allowance has been made for uncollectibleamounts as the accounts recorded as a receivableat year-end 
was considerid to be fully collectible. 

Note 5: Advances 

Advances of $28.1 million were carried forward from the prior year, of which $26 million represented 
undelivered orders of the Treasury's Working Capital Fund for Year 2000 (Y2K) expenses, for which the 
Fund had agreed to provide the funding through its various authorities. In fiscal year 1999, Treasury 
refunded $21.8 million to the Fund and N.8 million was utilized towards Y2K expenses leaving a balance 
of $1.5 million at year end. 

Note 6: Cash and Other Monetary Assets 

Cash and Other Monetary Assets held on hand include forfeited currency not yet deposited, as well as 
$17.5forfeited currency millionheld as evidence, amounting to $13.3 inmillion and fiscal year 1999 and 

1998, respectively. 

Note 7: Forfeited Property 

property'(net), as ofThe following summarizes the components of Septemberforfeited 30,1999 and 1998, 
respectively (dollars in thousands): 

Held for Sale 

To be shared with Federal, state or local, or foreign 
government 2 186 

Total forfeited property (Note 8) 29,671 25,818 

Less: Allowance for mortgages and claims aa!?d Lla5!m 

Total forfeited property, net $26.868 

Forfeited property held for sale, net of allowance for mortgages and claims as of September 30, 1999and 
1998was $26 million and $24 million respectively, and is reported in the Balance Sheet. 
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Nole 0: AnaIvsIs of Chanltes In Fortelled Pro~lertvand Currency 

Tho following schedule present9 the changes Intha forfeitedproperly and currency balances from October 1. 1998, to September 30. 1999. The amounts provided below represent the combined amounls 
of forleiled properly and currency on hand at September 30, for all law anforcemanlagencies parlicipatingIn the Fund. The amounts belonging lo individualagencies are reported In the financial statements 
of each agency. Dollar value is in thousands. 

Currency 

Othar Monalery 
lnstrumenls 
Real Properly 
Ganeral Properly 
Vessels 
AlruaR 
Vehlclas 

Subtotal 

Grand Total 

Currency 

Other Monetary 
tnstruments 
Real Proprly 
Genaral Proparty 
vasse1s 
Airuan 
Vehlcles 

Subtotal 

Grand Tolat 

jOll i98 FinanclaL 
1011198 Ceminp 

Adiuslma& y.&!m 

Value Number Value Number Value Number Value , Numbar V.lue , Number Value , Number 

S 'l7.538 - S S - S S f m . m )  S k L u ! a ~  m L t I b 

(16.862) ( I l l )  
(22.458) (3.268) 
(5.485) (78) 

(5.388) 

zs.are 6.045 .,. 18,884 - 42,!02 6.045 .... 8a.643 3 4 8 ?..................... ( ~ 4 7 0 1  0 . . (8.384). . ( ~ 2 )  

S 43.358 6.045 S 16384 - S 60,240 6,045 $ 326.003 20.465 S (319,702) (10.121) 5 (12,354) (1,6821 

9130199 Financial 
Fair Markel Value!&h&mm l&k!Yd Qlher A d l u !  Value Chanue J999 Caminu & rwiumrd %i!?g 

.v+?. NU*?!. .va!ue .. Number ....... Value . Number Value ,,Number Vdue NumberValue Numbs! va!ua. . ~umpsr. .  . . . . .  

s-- S $A S 36 - $ 8 6 - S - - S 13.268 . 

Adjuslmants lo opening foflelled properly balanms are nmssary lo reverse faif markel value adluslmenls made In flscal year I998 end lo restate forfaled properly held al the bepinningof the year back 
to L a  carwino (appralaed) value. The fair markel value edjuslmenlsel  9130199 are necessary locnnverl lorfe led properly from appramd valm (mafkel value a1 the lime o l  selzure) l o  an estomale 01 the fair 
markel value a1lhm end o l  the nscal yaw, whlch Is lha amount recordadIn the financial slalamanls. Olher ad~uslmenlsabove primarily represent properly forfallad in prior flscal years but reversed to seized 
alstus during (ha wrranl fiscnl year. Due to (ha varlsd mlX Of Spaclfic lypas of Ollels wlthlneach assel caleoory. the number of items presentedfor each class or properly represents(he number of selrure 
nna items ramrded regardless of the unll of meaaure or unll quantity. 

(I) Represents4.718 for(e~uracasaa which warn fully or parllallyforfalled in fiscal yaar 1999 

(2) Reprnaenlr I29  forlelturacases which ware fulfq or parltally forfeitedin nrcal year 1998, 
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Note 8: Analvala oIChanaea In Belzed Prooew and Curmncy 

Selzedproperlyandcurrencyreaullprlmarilyfromenforcsmentacllvllies.Seizedproperlylsnot~egallyownedbytheFundunlllludlclelly0radm~n~stratlvelyforlelted.Accordlngly,selzedpropertylsnotrecordedas 
ane~~elMlheF~nd.lll~lead.lh~calagOryandvahleMssizedproper(yonhandatSeplember30.IsdtsdosedlnlheRnanclatstalementsoltheFund.Selzedcunencylsrepartedasacustodlalassetupanselzurs 
becauseoflhefunglblenalureofcurrencyandthehlghlevelofcontrolnecessaryovertheseasset5andlheposslbll~tythallhesemonlesmayberelurnedtothelrowne~slnlieuoffarfelture.Selzedpropertyand 
currencyheldonh~ndatyearendarereportedlntheflnanclalstatementslnaccordancewlthStatementofFederalAccounllngStandardsNo.3.AccountlngfarlnventoryandProperty.Theamountsprovided 
belowrepresentthecamblnedamounl&fselzedproperlyand cunencyonhandatSeplember3O.faralllawenforwmentagenclespadclpatlnglntheFund.Theamounlsbelon~lnglolndlvldualagenclessre 
presenled In the linanclalstatements of each agency. Dollarvalue Is In thousands. 

&&g Remlaslans E!liams Adlustmenla Value C h m  

Value Numbar Value Numby Value Number Value Number Value Number Value Number 

Currency 

Valus Number 

sm. S W & s L 1 p z 3 2 8 1 s - - s 8 3 4 6  S 7 4 e S m L m -

Other Monetary
lnstrumenls 
Real Property 
General Property 
Vessels 
AlrcraR 
Vehicles 

Subtotal 

GrandTotal 

Due to the varled mix of s~ecl l ic ty~esof assets wlthln each asset category. the number of llems presentedfor each class of property representsthe number of selzure line Items recorded regardless 
of the unit of measure or unll quanllly. 

(1) Represents 4.482 selzure cases processedIn fiscal year 1999. 

(2) Represents 117 seizure casea processedIn liscal year 1999. 
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-Note 10: Distributions Pavable (state and local agencies and forei~n~overnments) 

Included in the amount for Distributions Payable (state and local agencies and foreign governments) for FY 
1999is $29.1 million arising from a decision made by Fund Management to recognize as a liability aportion 
of the equitable sharing requests (based on a historical pay-out percentage), that were approved or in final 
stages of approval on September 30,1999. Prior experience with the nature of this account indicated that 
a substantial portion of these requests were certain to be paid out by the Fund during the following fiscal 
year. 

Prior to fiscal 1999, equitable sharing amounts were disclosed as "Commitments" in the Footnotes to the 
Fund's financial statements (1998: $24.7 million). 

The "Bulldog Medical case" was a culmination of a 3-year investigation that ultimately led to Federal 
charges of criminal mail hud, interstatetransportation, money laundering, witness tampering, conspiracy, 
aiding and abetting, and criminal forfeiture. Although over $32 million associated with this case was 
forfeited during FY 1997, the majority of the forfeited proceeds remain undistributed to victims of the 
underlying crime of fraud. The reason for the delay in distributing payments is related to litigation 
associated with a qui tam relator, that is, an individual who provides information to the Government in a 
case can file for a portion of proceeds from the case. The relator in this case filed outside of the 
district in which the principal case was filed and came to the attention of Fund Management only after 
forfeiture. The referenced aui tam relator's claim must be resolved before any distribution of the proceeds 
can be returned to victims or otherwise distributed. The claim was resolved in FY 1999. Approximately $3.4 
million was distributed during fiscal year 1999, leaving a balance of 28.7 million to be distributed shortly. 

Cumulative Results 

The following summarizesthe components of the cumulative results for the years ended September 30,1999 
and 1998, respectively, (dollars in thousands): 

Retained Capital 

Unliquidated Obligations 

Reiults of Operations 

Transfers from ONDCP 

WE! EB 
$229,809 $116290 

113,804 156,423 

(18,903) 35,221 

- 35.679 

$324.710 s w 
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UntiquidatedObligations €

The following summarizesthe components of unliquidated obligations asof September 30,1999and 1998, 
respectively, (dollars in thousands): 

Discretionary 

Equitable Sharing 

Non-Discretionary 

Transfersto andfrom the OffIe of National Drug ControlPolicy (ONDCP) €

The Fund did not hmsfer and was not required to transfer any amounts to the ONDCP in fiscal year 1999 
or 1998. 

No funds were due to be received from 0-P in FY 1999.During fiscal year 1998,the Fund received 
$35.7 million transferred fiom the ONDCP per Public Law 104-208.The Secretary of the Treasury is 
authorized to receive all unavailable collections transferred fiom the ONDCP as a deposit into the Fund 
pursuant to Public Law 104-208and 105-61. 

The Fund reimburses agencies for the purchase of certain capital assets. These assets are reported by the 
participating agencies in their financial statements. 

Sur~lusSuaerNote 14: 

(g)(4)(B)31 allowsU.S.C. 9703 for the expenditure, without fiscal year limitation, after the reservation of 
amounts needed to continue operations of the Fund. This "Super Surplusnbalance may be used to fund law 
enforcement activities of any Federal agency. 

Amounts distributed to other Federal agencies for law enforcement activities under "Super Surplus" 
$17.1 million inrequirements FYamounted to $41.0million and 1999and 1998,respectively. 

Secretam's Enforcement FundNote 15: 

@)(5) is another31 categoryU.S.C. 9703 of permanent indefinite authority. These funds are available to 
fuaher action by Congressthe andSecretary, without without fiscal year limitation, for Federal law 

9703(b)(5) fundsenforcementpurposes of Treasury law enforcement organizations. The Source of Section 
is equitable sharing payments received h m  the Department of Justice and the U.S. Postal Service (USPS) 
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representing Treasury's share of forfeiture proceeds from Justice and USPS cases. 

Amounts distributed for Federal law enforcement purposes to Treasury law enforcement organizations 
amounted to $5.6 million and $5.2 million in FY 1999 and 1998, respectively. 

Note 16: Commitments and Contin~encies €

Commitments: 

In FY 1999, Fund Management decided to recognize the liability for equitable sharing requests that were 
approved or in final stages of approval subsequent to September 30 (See also Note 10, Distributions 
Payable). 

In FY 1998 the Fund identified equitable sharing requests in the amount of approximately $24.7 million. 
which were approved or in the final stages of approval subsequent to September 3011998. They were not 
recorded as liabilities of the Fund because final approval had not been obtained as of September 30. The 
forfeited currency revenue will be recognized in one fiscal year. However, the distribution will not be 
recognized in the financial statements until the following fiscal year. 

In addition to the amounts estimated above, there are additional amounts which may ultimately be shared, 
which are not identified at this time. 

Possible claims of potential significance include the following: 

1. € In recent decisions, the United States Court of Appeals for the Ninth ruled that it is 
unconstitutional to forfeit currency based upon a violation of a Federal currency reporting statute. 

court has ruledAccordingly, the that in returning currency, the govemment must return the benefit 
fiom holding thethat currency.is received The interest to be returned will be payable out of the 

income of the Fund, and, at present, represents a possible claim of potential significance. 

2. � In a recent decision, the Supreme Court hasd e d  that the government must return forfeited currency 
currencyin those cases of individuals convicted for currency reporting violations who have had 

forfeited due to the violation. The amount of the currency that might be refunded will be payable 
from the Fund, and, at present, represents a possible claim of potential significance. 

At present, it is not possible to determine the likelihood that the above claims will arise. Similarly, it is not 
possible to determine the value of such potential claims against the Fund. 

Judgements and settlements of $2,500 or greater, resulting from litigation and claims against the Fund are 
satisfied from various claims and judgement fundsmaintained by Treasury. 
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Note 17: Disclosures Related to the Statements of Net Cost 

Gross costs and earned revenue related to Law Enforcement Programs administered by the Fund are 
presented in Treasury's budget functional classification (in thousands) as set out below: 

Gross Costs 

Earned Revenues 

Net Costs 

The Fund falls under the Treasury's budget functional classification related to Administration of Justice. 

Note 18: Disclosures Related to the Statement of Budgetaw Resources 

The Fund's net amount of budgetary resources obligatedfor undelivered orders at the end of fiscal year 1999 
and 1998 are $113.8 million and S156.4 million,respecfively. This amount is fully covered by cash on hand 
in the Fund. The Fund does not have borrowing or contract authority, and, therefore, has no repayment 
requirements, financing sources for repayment, or other terms of borrowing authority. No adjustmentswere 

reporting period torequired during the budgetary resources availableat the beginning of the year. There are 
restrictions,arrangements, outside specificallyof affectingno normallegal government thewide Fund's use 

of unobligated balances of budget authority. 

Adjustments to budgetary resources available at the beginning of fiscal year 1999 and 1998 consist of the 
(in thousands):following 

m m8 
Recoveries of Prior Years Obligations S 27,566 $ 8,289 

Spending Authority from Offsetting Collections 3 86 

Total $27.574 % =  

Note 19: Dedicated Collections 

The Fund is classified as a special fund. All its activities are reported as dedicated collections held for later 
use. 
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Gardiner, Kamya & Associates, P.C. 
~ a n a ~ e m e n tconsultants and Cer&d Public Accountants 

1717KStreet, N.W., Suite601 Washington, D.C. 20036 
Phone: 202 857-1777 
Fa:202 857-1778 

Independent Auditor's Report on Internal Control 

The Inspector General €
United States Department of the Treasury €
Washington, D.C. €

We have audited the Principal Statements (balance sheets and the related statements of net €
costs, changes in net position, budgetary resources and financing, hereinafter referred to as €
"financial statements") of the Department of the Treasury Forfeiture Fund (the Fund) as of, €
and for the years ended, September 30,1999 and 1998, and have issued our report thereon €
dated January 7,2000. We conducted our audits in accordance with generally accepted €
auditing standards; the standards applicable to financial audits contained in Government €
Auditing Standards, issued by the Comptroller G e n d  of the United States; and, Office €
of Management and Budget (OMB)Bulletin No. 98-08, Audit Requirements for Federal €
Financial Statements, as amended €

In planning and performing our audits, we considered the Fund's intemal control over €
financial reporting by obtaining an understanding of the Fund's internal controls, €
determined whether these internal controls had been placed in operation, assessed control €
risk. and performed tests of controls in order to determine our auditing urocedures for the €
purpose of expressing our opinion on the financial statements and not to provide assurance €

repohg.on the internal control Consequently,over financial we do not provide an opinion €
on internal controls. €

Our consideration of the internal control over financial reporting would not necessarily ( 

disclose all matters in the internal control over financial reporting that might be reportable t 

conditions. Under standards issued by the American Institute of Certified Public I 

Accountants, reportable conditions are matters coming to our attention relating to I 

significant deficiencies in the design or operation of the internal control that, in our I 

judgment, could adversely affect the Fund's ability to record, process, summarize, and I 

report financial data consistent with the assertions by Fund Management in the financial I 

statements. Material weaknesses are reportable conditions in which the design or operation I 

of one or more of the internal control components does not reduce to a relatively low level I 

the risk that misstatements in amounts that would be material in relation to the financial I 

statements being audited may occur and not be detected within a timely period by I 

employeesin the normal course of performing their assigned functions. However, we noted I 

certain matters discussed in the following paragraphs involving the internal controls and I 

its operation that we consider to be material weaknesses and reportable conditions. I 

Member of the American Instituteof Certified Public Accountants , 



The identified material weaknesses and reportable conditions,as defined above, are summarizedbelow with 
further explanations and Fund Management's responses in Exhibits I and 11of this report. 

Material Weaknesses 

The material weaknesses identified below were reported in prior years and are of continuing significance: 

1. Accounting Records are Primarily Maintained on a Cash Basis 

The Fund's accounting records are primarily maintained on the cash basis rather than the a c c d  
basis of accounting. Accordingly, most transactionsare reflected in the accounting system when the 
cash is received or disbursed rather than when the transactions occur. Financial information and 
transactions from each law enforcement bureau participating in the Fund are not received timely to 
accurately record the Fund's activities during the year. Hence, year-end manual procedures were 
developed in order to produce accrual basis financial statements that could be substantiated through 
an audit. 

2. 	 All Balances and Transactions that Comprise the Fund are not Captured by the General 
Ledger 

The Fund's general ledger does not record all balances and tnmactions that are reflected in the 
financial statements due to the lack of interface between the Fund's general ledger and the seized 
property and forfeited assets tracking systems belonging to the various law enforcement agencies 
participating- in the Fund. Procedures arenot develovedto manuallv identifi and caotuw information 
from other agencies' systemson a regular basis d&ng the year. Gtead, proceduks are in place to 
capture these balances at year end only. 

3. U.S. CustomsService's Seized Property and Forfeited Assets Tracking System is Inadequate 

System controls deficiencies continue to exist in the U.S. Customs Services' seized property and 
forfeited assets tracking system, the Seized Asset and Case Tracking System (SEACATS). These 
deficiencies may result in SEACATS generating property and currency case data that is not 
complete, accurate or authorized. 

Significant enhancements were made to SEACATS during fiscal year 1999 with respect to its 
capabilitiesfor tracking and reporting seized and forfeitedproperty. However, the overall design and 
effectiveness of controls over the input,processing, and monitoring activities associated with the use 
of SEACATS aie not adequate to ensure that all financial transactions associated with systemsare 
complete, accurate or authorized. . . 

Currency 

SEACATS does not contain accurate and sufficient currency data than can be relied upon for 
financial reporting purposes without substantial manualmanipulation and reconciliation. 



Consequently, exhaustive year-end procedures were developed to manually compile forfeited and 
seized currency as of September 30, 1999,to report information in the Fund's financial statements 
in accordance with Statement of Federal Financial Accounting Standards No. 3, Accountingfor 
Inventov and Related Property. 

Re~ortableConditions 

The reportable conditions identifiedbelow were reported in prior years and are of continuing significance: 

1. Improper Timing for Valuation of Forfeited Property 

During the year, forfeited property is not recorded in the subsidiary system at its fair market value 
at the time of forfeiture. An adjustment is made at year end to record forfeited property at the 
estimated fair market value. 

2. Lack of Control Over Assets 

The Fund does not adequately monitor property placed with the national seized property contractor 
(the Property Custodian) during the year. Consequently, the Fund is unable to independently report 
the quantity and value of property held by the Property Custodian at any particular time during the 
year. 

3. Inadequate Property Management Functions 

The Fund's property management functions require improvement to ensure that: (i) funds, property, 
and other assets are safeguarded against loss h m  unauthorized use or dimsition; and (ii). . 

recorded andtransactions are accountedproperly for to permit the preparation of reliable financial 
statements and to maintain accountability over the assets. 

issues/concerns were noted:The following 

3.1 Seizure Activities 

(i) Drfferingproperp identijication numbers 

Differing identification numbers are being used to track the seized and forfeited property (assets). 
The law enforcement agency originating the seizure assigns a caselseizure number that is supposed 
to facilitate asset tracking through seizure, forfeiture, holding and disposition. The Property 
Custodian for the Fund tracks the same property by assigning an identification number that is 
different and at times unknown to the law enforcement agency responsible for originating the case. 
In certain instances, the caselseizurenumber is unidentifiable or erroneous, resulting in properties 
that remain unidentifiable until extensive research is conducted. 

lii) Untimelyrecording of seized andforfeitedproperty €

Seized property is not recorded timely in the Fund's asset management records. We noted several 
instances of seizures that were made in prior periods and recorded as current year seizures. 
Significant delays were noted between the time the transactionoccurred and the time it was recorded. 



Additionally, changes to the legal status of property (through correction, amendment, and 
cancellation) are not incorporated timely. Significantdelays were noted between the date the change 
in status occurred and time of recordation in the asset management system. Also, in certain instances 
the disposition instructions that changelcorrect the status of property are not followed when 
recording the transaction. This results in the erroneous recordation of property transactions. 

(iii) Inadequate accounting and recording of Liens and Claims 

There are no controls in place to track and record liens and claims either by the individual law 
enforcement agencies or by the Property Custodian during the year. Manual procedures are 
developed at year end to compensate for this weakness. However, due to the lack of controls during 
the year, information accumulated at year end may be incomplete. 

3.2 Asset Disposition Activities 

Asset Specific Expenses and Revenue are not Recorded and Accountedfor Accurately by the Fund 

Asset specific expenses and revenue generated h m  asset disposition activities are not recorded and 
accounted for accurately by the Fund in the various seized property and forfeited assets tracking 
systems in use by the law enforcement agencies participating in the Fund. As a result, the Fund is 
unable to accurately assess the costs and revenue related to individual seizures. 

In preparing the financial statements, Fund Management uses year-end manual procedures to compensate 
for the above identified conditions and weaknesses. These conditions and weaknesses existed throughout 

from thethe year. Therefore, accountinginformation obtained system during the year may not be reliable. 
Consequently, Fund Management cannot place reliance on this information as the sole basis on which to 
make decisions. 

Because these conditions and weaknesses impact many functions and lines of authority between the Treasury 
agencies, we recommend the Fund Management develop a joint plan with the other Treasury agencies, to 

11.implement the recommendations included in Exhibits I and 

We also noted other matters involving the internal control structure and its operation that we have reported 
to Fund Management in a separate letter dated January 7,2000. 

In addition. with respect to internal controls related to performance measures re~ortedin Cha~ter5. 
"Program~irformanckand Financial Highlights," we ob&ed an understanding of thedesign of sigdificant 
controls relating- to the existence and com~letenessassertions. as reauired bv OMB Bulletin 98-08. as 
amended. Our procedures were not designed to provide assurance on the internal control over reported 
performance measures, and, accordingly, we do not provide an opinion on such controls. 

This report is intended for the information and use of the Management of the Fund, the US.Department of 
the Treasury, OMB, and the U.S. Congress. However, this report is a matter of public record and its 
distribution is not limited. 

January 7,2000 



Gardiner, Kamya & Associates, P.C. €
~ a n a ~ e m e n tconsultants and certified public ~ccountants 

1717K Street, N.W., Suite 601 Washington, D.C. 20036 
Phone: 202 857-1777 

Fa:  202 857-1778 

Independent Auditor's Report on Compliance with Laws and Regulations 

The Inspector General 

United States Department of the Treasury 

Washington, D.C. 


We have audited the Principal Statements (balance sheets and the related statements of net 

costs, changes in net position, budgetary resources and financing, hereinafter referred to as €
'financial statements") of the Department of the Treasury Forfeiture Fund (the Fund) as of, 

and for the years ended, September 30,1999 and 1998, and have issued our report thereon 

dated January 7,2000.Our responsibility is to report on the Fund's compliance with laws 

and regulations based on our audits. Under the Federal Financial Management 

Improvement Act of 1996(FFMIA), we are required to report whether the Fund's financial 

management systems substantially comply with the Federal financial management systems €
requirements, applicable accounting standards, and the United States Standard General 

Ledger at the transaction level. The U.S.Customs Service (Customs) provides cross-

servicing of the accounting for the Fund. We are not the auditors of Customs and, €
consequently, we did not perform tests of Customs' compliance with the above 

requirements using the implementation guidance for FFMIA included in Appendix D of 

the Office of Management and Budget (OMB) Bulletin 98-08, Audit Requirementsfor €
Federal Financial Statements, as amended. Those tests were performed by other auditors 

whose report has been furnished to us. Our opinion, insofar as it relates to FFMiA 

compliance, is based solely on the report of the other auditors. We conducted our audits in 

accoidance with: accepted auditing standards; the standards applicable to 

financial audits contained in Government Auditinz Standarb, issued by the Comutroller 

General of the United States; and, OMB ~ulletin
NO. 98-08, amended. 

The management of the Fund is responsible for complying with laws and regulations 
amlicable to the Fund. As part of obtaining reasonable assurance about whether the Fund's 
financial statements are fie; of material misstatement, we performed tests of its compliance-. €

with certain provisions of laws and regulaGons, noncom&iance with which could,have a 
direct and material effect on the determination of financial statement amounts and certain 
other laws and regulations specified in OMB Bulletin 98-08, as amended, including the 
requirements referred to in FFMIA. 

Member of the American Institute of CertifiedPublic Accountants 



The results of our tests of compliance with the laws and regulations described in the preceding paragraph 
exclusive of FFMIA disclosed instances of noncompliance with the following laws and regulations that is-
required to be reported under ~overnment and OMB ~ u l l ~ h~ u d i t i n ~ ~ t a n d a r d c  98-08,as amended, which 
is described below: 

The Budget and Accounting Procedures Act of 1950,as amended, Section 3512,Executive 
Agency's Accounting System, requires Federal agencies to establish an internal control 
stnrcture which ensures the safeguarding of assets and the proper recording of revenues and 
expenditures. As described in our Report on Internal Control dated January 7,2000,the 
Fund's internal control structure has certain material weaknesses which result in 
noncompliice with this Act Most of the material weaknesses require significant computer 
system improvementsto correct. Until the system enhancements can be implemented. Fund 
~anage&nt has developed yearend manual procedures to compensate'for the system's 
significant weahesses. 

The results of our tests of compliance disclosed no instances of noncompliance with other laws and 
FFMIA, thatregulations discussed in the preceding areparagraph exclusive of required to be reported under 

Government Auditing StandnrdF or OMB Bulletin 98-08,as amended. 

FFMIAThe report of the other auditors on the substantial compliance of Customswith the requirements of 
disclosed instances where Customs' financial management systems did not substantially comply witb 
Federal Financial Management Systems Requirements. These instances and Customs' planned remedial 
actions and time frames to implement such actions are described in the Customs' Fiscal Year 1999 
Accountability Report. 

Providing an opinion on compliance with certain provisions of laws and regulations was not an objective 
of our audits and, accordingly, we do not express such an opinion 

This report is intended for the information and use of the Management of the Fund, the U.S.Departmentof 
the Treasury, OMB, and the U.S.Congress. However, this report is a matter of public record and its 
distribution is not limited. 

January 7,2000 



EXEWIT I 

MATERIAL WEAKNESSES 



1. € ACCOUNTING RECORDS ARE PRIMARILY MAINTAINED ON A CASH BASIS 
(REPEAT CONDITION) 

CONDITION 

The Treasury Forfeiture Fund's (the Fund) general ledger as well as the U.S. Customs Service (Customs), 
US.  Secret Service (Secret Service), Internal Revenue Service (IRS) and the Bureau of Alcohol, Tobacco 
and Firearms (ATF) supporting seized property and forfeited assets tracking systems are maintained 
primarily on a cash basis. To produce accrual basis financial statements that can be substantiated through 
an audit, year end manual procedures for each law enforcement agency are developed. Fund Management 
provides each agency representative with year end close out procedures designed to identify the amounts 
which should be accrued in the financial statements at year end. 

Accounts Payable and Accrued Liabilities - The Fund does not follow accrual accounting whereby a 
liability and an expense are recognized when the underlying goods have been received or the services have 
been performed. Furthermore, during the fiscal year, reimbursement requests were not submitted regularly 
or timely. 

Mortgage and ClaimPayable - The issue of how to determine a lien liability and when to reduce it has 
been addressed by Executive Office of Asset Forfeiture ( E O N  or Fund Management) in the updated 
directive issued by the Department of the Treasury,titled Number 14, "Expeditious Payment of Liens, 
Mortgages and Taxes", effective October 1995. However, the.updated directive does not provide clear 
instructions as to when the liability is to be recorded. Therefore, implementation of the instructions, while 
resolving other issues, will not ensure that a liability is recorded for claims and mortgages throughout the 
year. In fact, s&ipthe Directive requires that upon EOAF's approval of payment, the appropriate accounting 
data be affixed to the paperwork authorizing the obligation and disbursement of funds which are then to be 

processing. Also,forwarded theto the Custom's Accounting ServicesDivision D i v e(ASD) for requires 
ASD to disburse the approved payments within 14 calendar days from the date of EOAF's approval of 
payment. Because ASD cannot record the liability unless EOAF's approval with the accompanying ac­
counting strip is received, these requirements do not provide for a complete accrual of all liens and 
mortgages. 

Forfeited Currency- Currently, a time lag exists between when the Field Offices are notified of a forfeiture 
and when ASD is notified and records revenue in the general ledger. 

DistributionsPcryable - The Fund, under certain laws and regulations, has the authority to share forfeited 
property and currency with Federal, state, and local agencies or foreign countries that participate either 
directly or indirectly in a related seizure. In addition, the Fund may transfer forfeited property to other 
Federal agencies with appropriate approval. Currently the Fund does not record the transfer of property to 
other Federal agencies during the fiscal year. Instead, the Fund makes an adjustment to record this 
information on financial statements as part of the year end manual adjustments. 

Accounts Receivable - Customs maintains a contract with a contractor (the Property Custodian), whereby 
the Property Custodian stores property seized by any agency participating in the Fund, conducts auction 
sales of forfeited property, and collects storage costs reimbursed by violators. Cash collections made by the 
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Property Custodian on behalf of the Fund are deposited into various bank accounts in the name of the 
Property Custodian and, within one week, are accumulated and transferred to the U.S. Treasury account at 
the Federal Reserve Bank of New York. The money collected by the Property Custodian represents a 
significant portion of the revenues earned by the Fund. However, the revenue is only recorded by the Fund 
upon receipt of a validated deposit slip, which is approximately one week later. 

CRITERIA 

The Statement of Federal Financial Accounting Standards (SFFAS) No. I, Accounting for Selected Assets 
and Liabilities, requires Federal agencies to maintain accounts of the agency on an accrual basis. If the 
difference between the results of cash and accrual basis of accounting are insignificant. the cash basis of 
accounting may be followed. 

The accrual basis of accounting contributes significantly to effective financial control over resources and 
costs of operations and is essential to the development of meanineful cost information. The accrual basis-
of accounting involves identifying and recording costs and revenues in the period in which the revenue is 
earned or the cost is incmed, rather than in the period revenue is collected or the cost is disbursed. This 
position is further supported by the Office of Management (OMB) Bulletin 97-01. Form and Content of 
Agency Financial Statements, as amended, which recommends the use of accrual basis of accounting by 
Federal agencies. 

CAUSE 

In order for ASD to accurately record the Fund's activities on the accrual basis. financial transactions 
received from each law enforcement agency participating in the Fund, must be current and timely. 

frominformationfinancial statement received theCurrently, agenciesthe for accounts payable and accrued 
liabilities, mortgages and claims payable, and forfeited currency is not current. For example, ASD is not 
notified timely of the forfeiture of currency because: (1) the Field Offices are not monitoring and updating 
the system timely to reflect the change in the status of the case; and (2) a standardized procedure for 
documenting the forfeiture date in the system has not been implemented. Because the forfeiture date is 
entered into the system by the field and the supporting documentation is maintained by the field, ASD is 
unable to identify that the forfeiture has occurred prior to year end unless the system is updated or proper 
notification is given. 

EFFECT 

The Fund's maintenance of the general- ledger on a cash basis and the untimely recordation of transactions-
distorts the information reported to Fund Management at any time during the year. This prevents the 
&odic preparationbof accrual-basis financial information on which management can base its daily decision- - -
making or evaluation of the achievement of the Fund's objectives. 

RECOMMENDATION 

Although the necessary adjustments are made each September 30 to convert the cash basis financial data 
to the accrual basis, in order to comply with the requirements of SFFAS No. 1 and to improve financial 
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information on which daily decisions are based, we reaffirm our recommendation from previous financial 
statement audits that the following procedures be implemented by the Fund to properly account for 
transactions on the accrual basis of accounting: 

Accounts Payable andAccruedLiabilities - Customs, Secret Service. IRS and ATF should submit 
monthly requests for reimbursement to provide more timely results of operations for the Fund and 
thereby allow for a more timely analysis of the financial position of the Fund. The reimbursement 
requests submitted by each law enforcement agency, but not yet paid by the Fund should be accrued 
as liabilitiesat the end of each month. Also, any direct payment requests which have been received 
but not paid at month end should be accmed as liabilities. 

Mortgages and ClaimPayable - We recommend that the law enforcement agencies record lien and 
mortgage information in their seized property and forfeited assets tracking systems. We also 
recommend that the updated lien and mortgage information obtained from the national seized 
property contractor be used to record liens and mortgages information in the agencies' track'ig 
systems. 

Forfeited Curreney - We recommend that the Fund emuhasize the need to uudate cases in the-
respective law enforcement agencies supporting seized property and forfeited assets tracking systems 
and notify the Fund on the change of status as soon as possible. 

While it may be less efficient, a method to manually monitor these forfeitures is to require each 
District Coordinatorto submit a quarterly report to the appropriate individual at the ASD indicating 

miryjournalall seizures forfeited couldduring the current month. A then record forfeited currency 
as revenue in the general ledger. 

Distributions Payable - We recommend that the Fund establish and implement policies and 
procedures to ensure the recordation of property distributed to Federal, state, and local agencies or 
foreign countries during the fiscal year. These procedures may require that each law enforcement 
agency submit on a monthly basis, a list of all property distributed to Federal, state, and local 
agencies or foreign countries for accrual in the general ledger. 

Accounts Receivable - Due to the significance of the revenues collected by the Property Custodian 
and the average two week lapse between receipt of funds by the Property Custodian and the 
recordation of revenue by the ASD, we recommend that the Property Custodian provide the Fund 
with details of cash held as of month-end and indicate the composition of revenue (that is sales, 

etc.) which it represents. Basedreimbursed storage costs, on this information,we recommend that 
the ASD record the revenue and related accounts receivable due from the Property Custodian. 

to€Until the necessary system changes can be implemented, the manual year-end procedures will continue 
be necessary to prepare the annual financial statements. Therefore, we recommend that the law enforcement 
agencies be reminded of the importanceof properly following the year-end procedures. We also recommend 
that procedures be again reviewed with the law enforcement agencies to identify any possible 
misunderstandings or refinements to the procedures. 
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MANAGEMENT RESPONSE 

Management Assessment on Progress: Seized property and forfeited assets tracking systems (asset 
tracking systems) deficiencies represent the vast majority of the reasons for non-accrual accounting during 
the year. To meet thismandate, sufficient data about assets must be collected with an audit trail. This means 
that asset tracking systems of the various enforcement agencies would have to track not only the entity 
versus non-entity (forfeited versus seized) status of the asset, but also information about liabilities that 
confer to the Fund upon forfeiture, including liabilities incurred throughpolicy or legal mandate. including 
liens, mortgages, equitable sharing and innocent third party interests against the forfeited asset. Until such 
time as the asset tracking systems can accrue the seized and forfeited asset and liability information required 
to support financial statement preparation, this material weakness will remain. 

Planned ActionVIEvents (Short Term -Nert I2 Months): 

Fund Management has undertaken to provide funding to Customs to resolve performance problems 
associated with the Seized Asset Case Tracking System (SEACATS). In addition, Fund Management has 
rejoined the U.S. Customs S e ~ c e s '(Customs) working group designated to identify and coordinate 
resolution of SEACATS performance problems. 

Seized and forfeited property tracking capabilities of the SEACATS system had been significantly corrected 
in time to support financial reporting at year end. 

However, SEACATS could not adequately support currency tdnsactions for FY 1999 year end financial 
reporting SEACATSpurposes. Indications from Customs wasare that enhanced during FY 1999 and will 
be able to support currency asset tracking for the FY 2000 financial statements. The latter is significant 
because the Fund is currency-intensive with cash seizures representing the majority of asset-types that is 

SEACATS asseized by law enforcement agencies. System control deficiencies continue to exist within 
SEACATS thatindicated wasby the various conductedsystem reviews of in FY 1999. 

SEACATSto captureAt present, Customs' information specialists indicate that programming necessary for 
all accrual expense information needed to properly document the financial statements using the automated 

SEACATStenn by Customs tosystem is in the execution phase. Funding requested meetin the near 
performance problems has been recommended for approval by Fund Management. 

Fund Management will work diligently with Customs to identify and resolve SEACATS performance 
requirements needed to support the Fund's financial statements. 

In FY 1999, Fund Management has also undertaken to deploy a single inventory system to support the three 
non-Customs agencies participating in the Fwd. ln this manner, Fuid Management intends to reduce the 
number of separate systems used by the various law enforcement agencies in the Fund. 

PlannedActioMvents (Long Term): 

Before the AIMS general ledger can automatically record all accrual &asactions associated with the Fund's 
financial statements, it will be necessary to integrate all the asset tracking systems supporting the Fund's 
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financial statements with the AIMS financial systems or successor financial system. Only then, can fully 
automated accrual transaction accounting occur through the general ledger. However, Fund Management 
has concerns regarding SEACATS ability to properly document the change in inventory analysis 
requirements for non-Customs agencies and considers it imperative that IRS' AFTRAK system be 
diversified and further deployed to the U.S. Secret Service and the Bureau of Alcohol, Tobacco and Firearms 
to ensure their inventory is tracked in a manner that will support their individual changes in inventory 
analyses. 

Until SEACATS performance issues are resolved, Fund Management is taking the position that the current 
priority for the Fund is the ability to document the change in inventory analysis in a manner that can be 
substantiated through an audit. The general ledger can be manually adjusted for fromaccrual data there. 
Fund Management sees no benefit to an automated-transaction level general ledger if the automated data 
is so flawed that it cannot be substantiated through audit. It is more important to Fund Management that the 
valid net position of the Fund is established and validated so that year-end and year-out efforts to support 
the asset forfeiture sanctioned by our law enforcement agencies can continue with financial confidence. 

Fund Management will continue to review the financial needs of Customs in this regard and will work 
assertively toward ensuring that this area of stewardship receives proper attention. and is reviewing the 
accrual issue. 

AFTRAK system requirements needed to support the change in inventory analysis for the three non-
Customs agencies will also be addressed in ongoing contracting efforts by Fund Management. 
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2. € ALL BALANCES AND TRANSACTIONS THAT COMPRISE THE FUNDARE 
NOT CAPTURED BY THE GENERAL LEDGER (REPEAT CONDITION) 

CONDITION 

The Asset Information Management System (AIMS) which is the general ledger system maintained by the 
US. Customs Service (Customs), processes, groups and summarizes transactions into account balances for 
the Fund. The general ledger system is currently not used to back all balances and transactions that com~rise 
the Fund, such as accounts receivable, liens and mortgages payable, forfeited property and deferred revenue. 
and seized currency and its offsetting liability. This is due to the lack of interface between AIMS the seized 
property and forfeited assets tracking systems (asset tracking systems) used by the various law enforcement 
agencies participating in the Fund. Procedures are not developed to identify and capture information 
manually on a regular basis ffom other agencies' systems during the year. Instead, procedures are in place 
to capture these balances only at year end. The reconciliation process currently in place between the various 
transactions in the asset tracking systems and general ledger is cumbersome and reconciling items are not 
posted timely. 

CRITERIA 

Additionally, Office of Management and Budget (OMB) Circular A-127, Financial Management Systems 
and the Joint Financial Management Improvement Program (JFMIP) Frameworkfor Federal Financial 
Management Systems require that each agency establish and maintain a single integrated financial 

l i g e smanagement system. Interfacewhere one system feeds mustanotheris acceptable, but that interface 
be electronic unless the number of transactions is so small that it is not cost beneficial to automate the 

JFMIP also requiresinterface. thatThe easy and timely reconciliationsbetween systems be performed. 

CAUSE 

The Fund's general ledger is maintained on a cash basis. Accordingly, accrual basis accounts are not 
maintained during the year. In addition, the assets tracking systems maintained by each of the Treasury law 
enforcement agencies participating in the Fund do not interface with the Fund's ledger. ~ c c o r d i n ~ l ~ ,  
inventory-related transactions that are non-cash generated are not recorded in the Fund's general ledger at- -
any time during the year. 

EFFECT 

The combined effect of the use of cash-basis accounting and the lack of interface among the relevant 
subsidiary systems and the general ledger precludes the capturing of all transactions related to the Fund on 
a regular (monthlyjbasis. Therefore, complete financial statements cannot be produced using the general 
ledger balances. Seized and forfeited property, related liabilities, and various other accrual accounts are not 
captured in the general ledger during the year. As a resuk financial statements produced during the year do 
not correctly present the results of operations and net position of the Fund. 
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RECOMMENDATION 

We reaffirm our recommendations from previous financial statement audits, specifically: 

1. 	 In the absence of an integrated financial system, all accrual basis accounts, seized currency 
and its offsetting liability, and forfeited &operty and the related revenue should be recorded 
manually on a regular basis in the Fund's general ledger during the year. 

2. 	 Alternatively, the Fund must develop and implement an integrated financial system that will 
capture all transactions related to the Fund's activities in the general ledger. 

The issuance of the Federal Financial Management Improvement Act of 1996 further emphasizes the need 
for compliance with financial management system requirements which mandates integration. 

MANAGEMENT RESPONSE 

Management Assessment on Progress: Until such a time as the asset tracking system(s) can integrate to 
the Fund's financial system, to accrue the seized and forfeited asset and liability information required to 
support financial statement preparation, this material weakness will remain. It is Fund Management's 
priority to be able to document and substantiate through audit the respective change in inventory analyses 
of the various agencies supporting the Treasury asset forfeiture program. Management review and 
contracting are currently being applied in this regard. The existence of two diverse inventory systems among 
the three non-Customs agencies of the Fund is identified for current remedial action. These priorities may 
result in the continuing need to manually adjust the standard general ledger of the Fund as Fund 
Management proceeds through priority deficiencies. 

I2-NextActionsLEvents (Short Months):Planned Term 

funding to€Fund Management has undertaken Customsto provide to resolve performance problems 
tracking systems. Inassociated with the various addition,asset Fund Management has rejoined the Customs 

working group designated to identify and coordinate resolution of the Customs' asset tracking system's 
SEACATStracking by has been(SEACATS) performance significantlyproblems. Property corrected in 
However, information totime to support dateFY 1999 year end financial reporting. indicates that 

SEACATS did not adequately support currency asset transactions for FY 1999year end financial reporting. 
Customs personnel indicate that the SEACATS system will support currency inventory transactions for FY 
2000 financial statements. Also, the Customs SEACATS Project Director indicates that current SEACATS 
performance plans include an automated interface with the general ledger system used by the Fund. 

Fund Management &ill work diligently with the Customs to identify and resolve SEACATS performance 
requirements needed to support the Fund's financial reporting requirements. 

Additionally, Fund Management has undertaken to deploy a single inventory system to support the three 
non-Customs agencies participating in the Fund. In this manner, Fund Management intends to relieve the 
use of two separate systems used among the three non-Custom agencies to one system used by the three 
agencies. The end of FY 2000 should complete contracting for the deployment of IRS' AFTRAK system 
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to support the change in inventory analysis requirements of the financial statements. 

PlannedActions/Events (Long Term): 

Before the AIMS general ledger can automatically record all transactions associated with the Fund's 
financial reporting requirements, it will be necessary to integrate all asset tracking systems supporting the 
Fund's financial statements with the AIMS financial systems or successor financial system. Only in this 
manner can fully automated transaction-level accounting occur through the general ledger. 

Fund Management remains concerned regarding SEACATS ability to properly document the change in 
inventory analysis requirements for nonCustoms agencies and views it currently imperative that IRS' 
AFTRAK system be diversified and further deployed to the Secret Service and the Bureau of Alcohol, 
Tobacco and Firearms to ensure their inventory is tracked in a manner that will support their individual 
changes in inventory analyses. 

Until SEACATS performance issues are resolved, Fund Management is taking the position that the current 
priority is the ability to document the change in inventory analysis in a manner that can be substantiated 
through audit. The general ledger can be manually adjusted from there. Fund Management sees no benefit 
to an automated-transaction level general ledger if the automated data is so flawed that it cannot be 
substantiated through audit. It is more important to Fund Management that the valid net position of the Fund 
is established and validated so that year-end and year-out efforts to support the asset forfeiture sanction by 
our law enforcement agencies can continue with financial confidence. 

non-	AFTRAK system requirements needed to support the change in inventory analysis for the three 
Customs agencies will be addressed in ongoing contracting efforts by Fund Management. 
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3. € U.S. CUSTOMS SERVICES' SEIZED PROPERTY AND FORFEITED ASSETS 
SYSTEM IS INADEQUATE (REPEAT CONDITION) 

CONDITION 

System controls deficiencies continue to exist in the U.S. Customs Services' seized property and forfeited 
assets tracking system, the Seized Asset and Case Tracking System (SEACATS). These deficiencies may 
result in SEACATS generating property and currency case data that is not complete, accurate or authorized. 

Significant enhancements were made to SEACATS during fiscal year 1999 with respect to its 
capabilities for tracking and reporting seized and forfeited property. However, the overall design and 
effectiveness of controls over the input, processing, and monitoring activities associated with the use 
of SEACATS are not adequate to ensure that all financial transactions associated with the system 
are complete, accurate and authorized. 

Currencv 

SEACATS does not contain accurate and sufficient currency data than can be relied upon for 
financial reporting purposes without substantial manual manipulation and reconciliation. 
Consequently, exhaustive year-end procedures were developed to manually compile forfeited and 
seized currency as of September 30, 1999, to report information in the financial statements in 
accordance with Statement of Federal Financial Accounting Standards (SFFAS) No. 3, Accounting 

Inventow and Relatedfor Property. 

CRITERIA 

Federal Financial Management Systems Requirements for Seized Property and Forfeited Assets System 
(JFMIP) require theRequirements issued by the Joint Financial systemManagement Improvement Program 

to do the following: 

-	 must track the status of seized property from the time of seizure, through various processing steps, 
(which may include forfeiture), until final return or other disposition. 

-	 must document seizure authorization and the key actions required for final disposition. Once the 
property is seized, the system must record a value for the property. The valuing of the property 
depends on the type of property seized and the for which it was seized. 

-	 must track the asset's location and ownership, including interests and claims held by third parties 
against the property, record revenues and costs incurred while the asset is in custody, and costs 
incurred in disposition activities. 



-	 must interface with the agency's financial accounting system so that revenues, expenses, receivables, 
and liabilities generated in conjunction with the assets can be properly recorded and reconciled, and 
an audit trail constructed. Costs incurred for most assets in custody are paid out of a central fund or 
appropriations. 

- must generate reports which provide results of the performance of the seized and forfeited asset 
programs, so managers have a basis for informed decision-making, and can monitor areas of 
concern, properly evaluate results, and take appropriate corrective action. 

Additionally, Statement of Federal Financial Accounting Standards (SFFAS) No. 3, Accounting for 
Inventory rmd Related Proper@requires disclosure of an analysis of changes in seized and forfeited property 
and currency @ollfomards). The standard requires presentation of both dollar amounts and quantity 
changes. Therefore, these seized property and forfeited assets tracking systems should provide all data 
necessary to produce the Rollfo~wards,with minimal manual intervention and reconciliation. 

Also, OMB Circular A-127, Financial Management Systems, Section 7,  requires Federal financial 
management systemsto include a system of internal controls that ensure resource use is consistent with laws, 
regulations, and policies: resources are safeguarded against waste, loss, and misuse; and reliable data are 
obtained, maintained, and disclosed in reports. Appropriate internal controls should be applied to all system 
inputs, processing, and outputs. Such system related controls form a portion of the management control 

OMBsmcture required Circularby A-123, Management Accountability and Controls. 

CAUSE 

SEACATS continues to experience systems control deficiencies and programming problems. 

EFFECT 


Financial transactions associated with seizures that are reported through SEACATS may be incomplete, 
inaccurate and unauthorized. For example, reliable seized and forfeited currency information could not be 
provided by SEACATS. Exhaustive year-end procedures were developed to manually compile seized and 
forfeited currency as of September 30, 1999, for financial reporting purposes. 

RECOMMENDATION 

The Fund's current intention is to develop SEACATS until it is fully functional so that Customs can process 
property and currency transactions as intended. The ultimate goal is to use SEACATS as the Customs 
system of record for its seizures. We strongly reaffirm the following recommendations offered during the 
previous financial statement audit: 

1. 	 The shortfalls identifiableto SEACATS must be immediately corrected to allow for cradle to grave 
tracking of all property and currency seizuresfrom case initiation to final resolution; 

2. 	 System control deficiencies identified within SEACATS must be corrected to ensure that all 
financial transactions associated with seizures are complete, accurate and authorized, and complies 
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with JFMIP Federal F i c i a l  Management SystemsRequirements for Seized Property and Forfeited 
Assets, and OMB Circular A-127, Section 7; 

3. € Customs must continue to provide user training, and also provide comprehensive updated system 
documentation to conform to user requirements; and 

4. 	 As further systems changes are made, Customs must conduct post conversion audits to ensure that 
SEACATS works as purported. 

MANAGEMENT RESPONSE 

Management Assessment on Progress: It is anticipated that this material weakness will continue to be 
identified until such time as SEACATS can properly process and report seized and forfeited property. 

PlannedActions/lEventF (Short Term -Next 12Months): 

Fund Management has approved funding to resolve performance problems associated with SEACATS. In 
addition, Fund management has rejoined the Customs working group designated to identify and coordinate 
resolution of SEACATS performance problems. Property tracking by the SEACATS system had been 
significantly corrected in time to support year end financial reporting requirements for FY 1999. System 
control deficiencies continue to exist within SEACATS as indicated by the various system reviews of 
SEACATS that was conducted in FY 1999. 

SEACATS could not supmrt the currency asset transactions for the FY 1999 financial statements, a 
significant hiatus in performanceneeds of theprincipal asset tracking system supporting the Fund's financial 
statements. Customshas indicated that SEACATSwill be enhanced to suppart currency inventory tracking 
in FY 2000. In addition, as mentioned previously, Customs indicates thatan automated interface between 
SEACATS and the accounting system of record is in the planning phase of SEACATS development. All 
funding requested in the near term by Customs to meet SEACATS performance problems has been 
recommended for approval by Fund management. 

Fund Management will work diligently with Customs to identify and resolve SEACATS performance 
requirements needed to support the Fund's fmancial reporting requirements. 

Planned Actions/lEvents (Longer Term): 

Fund Management will continue to monitor the long-tern requirements of the SEACATS system and 
resolve to support appropriatefinancial requirements of the system. 
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EXHIBIT I1 

REPORTABLE CONDITIONS 



1. IMPROPER TIMING FOR VALUATION OF FORFEITED PROPERTY 
W P E A T  CONDITION) 

CONDITION 

Forfeited property is not recorded in the subsidiary system during the year at its fair market value at the time 
of forfeiture. Rather, the value of forfeited property is currently recorded in the law enforcement agencies 
seized property and forfeited assets tracking systems at appraised value, determined at the seizure date by 
the seizing agent, impon specialist or independent appraiser. 

To develop year end value of forfeited property for inclusion in the Fund's financial statements, Fund 
Management performed a historical analysis by property category of sales values compared to the initial 
appraised amounts. These ratios were then applied to the ending forfeited property value to detexmine the 
financial statement value of forfeited property. 

CRITERIA 

Statement of Federal Financial Accounting Standards (SFFAS) No. 3, Accountingfor Inventov and Related 
Property, requires forfeited property to be recorded at fair market value at the time of forfeiture. 

CAUSE 

The Fund does not perform an appraisal to determine the fair market value of property at the date of 
forfeiture. 

EFFECT 

Carrying forfeited property at appraised values determined as of seizure date, in particular, for financial 
reporting purposes can be misleading because the values are often overstated or understated and therefore 
do not present an accurate picture of the net realizable value to the Fund. 

RECOMMENDATION 

reaffirm our recommendations from previousWe financial statement audits that: 

1. Fund Management evaluate the accuracy of fair market values assigned to forfeited property. 
Accordingly, the fair market value should be determined by performing an appraisal at the date of 
forfeiture; 

2. Failing this, we recommend that Fund Management continue reviewing the methodology used to 
arrive at fair market value to refine its accuracy and ease in preparation. As the process is refined, 
it will become easier to prepare a monthly analysis to properly value and record month-end forfeited 
property values; 
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3. 	 Individual agencies participating in the Fund must continue to calculate the "sales value" to 
"appraised amountsnratio in order that the fair market value for property disclosed in the financial 
statements is reported at the best estimate. 

MANAGEMENT RESPONSE 

ManagementRrsessmpnt on Progress: Fund Management concurs with the auditor's recommendation that 
forfeitedproperty be properly valued on inventory records and will work with Customs and the non-Customs 
agencies to ensure that a "modeled" adjustment is made for financial reporting purposes until such time as 
automated systems are able to track such changes in value From seizure to forfeiture. 

Discussion5ackground and Planned Action: Fund Management will continue to work to resolve this 
reportable condition, to ensure that forfeited property is appropriately valued during the year. 
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2. LACK OF CONTROL OVER ASSETS (RF:PEAT CONDITION) 

CONDITION 

The U.S. Customs Service (Customs) manages and records seized and forfeited property in its Seized Assets 
and Case Tracking System (SEACATS). The national seized property contractor (the Property Custodian), 
also manages and records the seized and forfeited property transferred to and held by them on behalf of all 
Treasury law enforcement agencies through a module within SEACATS. Currently, the inventory held and 
reported by the Property Custodian through the SEACATS module does not agree to what is recorded in  
SEACATS by Customs during the year. The year end physical inventory value and count per Customs' 
SEACATS inventory records requires significant adjustments because seizures and forfeitures are either not 
recorded at all or not recorded in the modules within SEACATS by the Property Custodian on a timely 
basis. Additionally, inventory counts and reconciliations were not performed during the year to identie and 
resolve discrepancies in a timely manner. 

Additionally, the Property Custodian, as part of their property management function provides services to  
dispose of the Fund's properties mainly through public auctions. The sale proceeds are transferred and 
reported by the PropertyCustodianto the Fund, however, the information provided does not itemize the sale 
proceeds by seizure. Consequently, Customs and the other law enforcement agencies are unable to reconcile 
on an asset by asset basis to what is recorded as sold in their respective systems. This situation further 
complicatesthe inventory reconciliation process between the records of the Property Custodian and that of 
Customs and the other law enforcementagencies. 

CRITERIA 

Federal Financial Management Systems Requirements for seized property and forfeited assets systems 
issued by the Joint Financial Management Improvement Program (JFMIP) require that the custody 
component of these systems be able to: 

- capture, record and maintain accurate information on the current legal status, geographic location, 
responsible custodian, and the current amount recorded value of seized property and forfeited assets 
in custody. 

- provide information to allow the independent verification that each item of seized property or each 
forfeited asset is in the physical or constructive custody of the government and that the recorded 
quantity, legal status, geographic location, and value are accurate. 

-	 provide accurate and timely reconciliations between the seizing agency's seizure records and 
property reCords of custodians being used to maintain, store, and dispose of seized property. 

Additionally, custodiansof seized property and forfeted assets must have adequate policies and procedures 
to ensure that all property and assets are properly received, recorded, valued, maintained and controlled 
throughout the legal process underlying the seizure. 
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CAUSE 

Although the Property Custodian has access to SEACATS to track property seizures and forfeitures, design 
flaws within SEACATS made it impossible for the Property Custodian to update the SEACATS system to 
correctly report asset movements. Consequently, there were no reliable inventory records during the year 
for reconciliation purposes. 

The Fund has no procedures in place requiring the regular reconciliation of inventory records maintained 
by Customs with those maintained by the Property Custodian. 

EFFECT 

Inventory reports provided to Fund Management by Customs and the Property Custodian do not contain 
accurate information regarding the geographic location, responsible custodian, and the current recorded 
value of seized property and forfeited assets in custody. 

Due to non-integrated inventory and general ledger systems, the lack of inventory reconciliation and 
untimely recordation in the general ledger results in the Fund's inability to provide accurate and timely 
financial information of its seized property and forfeited assets in a manner supportive of management's 
program and administrative responsibilities. 

RECOMMENDATION 

We reaffii  our recommendations from previous financial statements audits to have the following 
procedures implemented: 

1. 	 Regular (at least semi-annually) reconciliations between Customs and the Property Custodian's 
inventory reports must be conducted to ensure that the property held as reported by Customs is 
agreed with what has been included in the Property Custodian's system and any differences 
identified and resolved timely. 

2. € All law enforcement agencies participating in the Fund must conduct a physical inventory of 
semi-annual basis andproperties compareat least on a the information compiled to their respective 

inventory records and the Property Custodian's inventory records. 

3. € IRS, Secret Service, and A T  must continue to manually reconcile on a regular basis to the Property 
Custodian's inventory records. If it continues to be impossible to record inventory properly in 
SEACATS for these agencies, then Fund Management must instruct the Property Custodian to 
conduct the yearend inventory using reports from the respective agencies records. 

MANAGEMENT RESPONSE 

ManagementAssessment on Progress: Fund Management concurs with the auditor's recommendation that 
quarterly reconciliations between the law enforcement agencies' inventory reports and those of the Property 
Custodian's is performed. This will ensure that the property amount held as reported by the law enforcement 
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agencies agrees with the amount recorded and reported by the Property Custodian. 

Discussion/Bockground and Planned Action: Fund Management will continue to work to resolve this 
reportable condition. It is Fund Management's understanding that the Property Custodian will resume 
recording seized property in the system,SEACATS which will then be reconciled to the information 
recorded by non-Customs agencies asset tracking system where applicable. Fund Management will work 

SEACATS datawith integrityCustoms to ensure that is routinely verified prior to year-end physical 
inventory requirements. 
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3. € INADEQUATE PROPERTY MANAGEMENT FUNCTIONS 
(REPEAT CONDITION) 

CONDITION 

The Fund's property management functions require improvement to ensure that: (i) funds, property, and 
other assets are safeguarded against loss from unauthorized use or disposition; and (ii) transactions are 
properly recorded and accounted for to permit the preparation of reliable financial statements and to 
maintain accountability over the assets. The following issues/concerns were noted in this regard under the 
following functions: 

3.1 Seizure Activities 

(i) D~yeringproperty identification numbers 

Differing property identification numbers are being used to track the seized and forfeited property 
(assets). The law enforcement agencies originating the seizure assigns a caselseizure number that 
is supposed to facilitate asset tracking through seizure, forfeiture, holding and disposition. The 
national seized property contractor (the Property Custodian) for the Fund tracks the same property 
by assigning an identificationnumber that is diierent and at times &own to the law enforcement 
agencies responsible for originating the case. In certain instances, the caselseizure number is 
unidentifiable or erroneous resulting in umtilproperties that remain extensiveunidentifiable research 
is conducted. 

(ii) Untimely recording of seized andforfeiredproperty 

Seized property is not recorded timely in the respective agencies's seized property and forfeited 
assets tracking systems. We noted several instances of assets that were seized in prior periods and 
recorded as current year seizures. Significant delays were noted between the time the transaction 
occurred and the time it was recorded. 

Additionally, changes to the legal status of property (through correction, amendment, and 
cancellation)are not incorporated timely. 

Significant delays were noted between the date the change in status occurred and the time of 
recordation in the various seized property and forfeited assets tracking systems. For example, 
property seized in September was recorded in the respective asset tracking system in November, a 
two month delay. In certain instances further delays were noted. Also, in certain instances the 

changelcomctirfstructions that the status of propertydisposition are not followed when recording 
the transaction, resulting in the erroneous recordation of property transactions. 
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(iii) 

3.2 

Inadequate accounting and recording of Liens and Claims 

Themare no controls in place to track and record liens and claims either by the individual law 
enforcement agencies or by the Property Custodian during the year. Manual procedures are 
developed at year end to compensate for this weakness. However, due to the lack of controls during 
the year, information accumulated at year end may be incomplete. 

Asset Disposition Activities 

Asset Specifc Expenses and Revenue are not Recorded and Accountedfor Accurately by the Fund 

Asset specific expenses and revenue generated from asset disposition activities are not recorded and 
accounted for accurately by the Fund in the various seized property and forfeited assets tracking 
systems. As a result, the Fund is unable to accurately assess the costs and revenue related to 
individual seizures. 

The Fund's Property Custodian incurs costs on behalf of the Fund ffom the time of seizure until the 
asset is ultimately disposed. The Fund requests cost information from the Property Custodian from 
time to time for purposes of calculating the net dollar value r d i  for those assets that are subject 
to equitable sharing with other Federal, state and local agencies, and relies on the information 
provided by the Property Custodian. In some instances, the cost data provided by the Property 
Custodian is incomplete, not supported, or absent for various reasons. Consequently, the net amount 
arrived at for equitable sharing purposes may be overstated or understated. The Fund does not 
monitor costs for those assets not subject to equitable sharing. 

The Property Custodian, as part of their property management services, disposes of the Fund's 
generated as aproperty mainly through public resultauctions. Revenue of these sales is not reported 

r e d 6  the Fundto the Fund on an asset by isasset basis. As a unable to reconcile on an asset by asset 
basis to what is recorded as sales revenue in the Fund and to what is recorded as sold in the various 
seized property and forfeited assets tracking systems. 

The Fund's asset management function will deteriorate if the above conditions are allowed to exist, resulting 
ultimately in a lack of accountability over the assets of the Fund. 

CRITERIA 

fienrtive Agency's Accounting SystemThe Budget and Accounting Procedures Act of 1950, Section 35 12, 
s t r u minternal control which ensuresrequires theFederal agenciesto safeguardingestablish an of assets 

and the proper recording of revenues and expenditures. It is further reinforced by the Federal Manager's 
administrativecontrolsFinancial Integrity Act of 1982 (FMFIA) which requires that internal accounting and 

be established to provide reasonable assurances that revenues and expenditures applicable to agency 
operations are properly recorded and accounted for to permit the preparation of accounts and reliable 
financial and statistical reports and to maintain accountability over the assets. 
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CAUSE 

3.1 Seizure Activities 

0) Dzflering property identification numbers 

There are no documented instructions issued by the Fund for end user purposes for addressing 
uniformity of tracking numbers or the lack thereof since the Seized Asset and Case Tracking System 
(SEACATS) was implemented. The law enforcement agencies participating in the Fund that do not 
use SEACATS for tracking continue to track properties with their system tracking number. 
Although, a SEACATS number is assigned to the non-Customs agencies seizure transactions, in 
certain instances, the corresponding SEACATS number is not recorded for various reasons. The 
Property Custodian and Customs both of whom use SEACATS for property management purposes 
do not request identifying numbers h m  IRS, Secret Service and ATF. Periodic reconciliations are 
not canied out to reconcile properties that are unidentified. 

(ii) Untimelyrecording of seized andforfeitedproperty 

In certain instances, the delays in recording are caused by the untimely receipt of seizurdforfeiture 
documents, or inadequate disposition instructions from field offices that are required to either 
capture a seizure in the system or change the status of a seizure. Also, in some instances, although 
the appropriate document is on hand, processing is delayed for unknown reasons. In other instances, 

manneralthough the appropriate documents towere received, it was not forwarded thein a timely 
staff responsible for data entry. 

(iii) Inadequate accounting and recording of liens and claims 

Although the Fund has in place procedures for the process to be followed to establish liens and 
tracking requirements forclaims, the procedures do not liensaddress the specific recording and and 

SEACATS) that doclaims, by requiring manual notprocedures for those systems (such haveas the 
capability to track liens and claims. 

Additionally, the procedures do not address the specific tracking and reporting requirements for the 
non-Customs law enforcement agencies. 

3.2 Asset Disposition Activities 

andAccountedSpecifc Expenses forand AccuratelyRevenue byareAsset nor theRecorded Fund 

providing asset specific expenses€The Fund relies on andthe Property Custodian for revenue 
information. The informationfor asset specific expenses is not requested by the Fund unlessthe case 

allinformation for asset specific revenueis subject to equitable sharing. The is not provided at 
because the system (SEACATS) that the Property Custodian uses is unable to track revenue 
information on an asset by asset basis. 
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EFFECT 

3.1 Seizure Activities 

(i) D&ingproper identification numbers 

Properties remain unidentifiable until extensive research is conducted. The Fund could ultimately 
lose track of the assets concerned. 

(ii) Untimely recording of seized andforfeited properry 

The erroneous recordation of property transactions results in an overstatement or understatement as 
the case may be of the value of property at any time, and will impact valuation considerations for 
reporting purposes. 

(iii) Inadequate accounting and recording of liens and claims 

The value of properties will be overstated by the amount of the liens or claims outstanding. 
Additionally the situation may ultimately result in non-compliance with Statement of Federal 
Finance Accounting Standard (SFFAS) No. 3, Accounting for Inventory and Related Properly, 
which prescribes that a valuation allowance be established and recorded for liens and claims on 
fofle3ea-propeity. 

3.2 Asset Disposition Activities 

not RecordedAsset Specific Expenses andand Revenue are Accounted for Accurately by rhe Fund 

The Fund is unable to report asset specific expenses and revenues. 

RECOMMENDATION 

We recommend that the following actions are immediately implemented: 

3.I Seizure Activities 

(I) Differing properv identifcation numbers 
, . 

Issueuniform procedures to each of the law enforcement agencies that is participating in the Fund 
regarding the'basic requirements for tracking an asset and specify the procedure to be followed by 
law enforcement agencies with non-SEACATS tracking numbers. If management requires that both 
tracking numbers be recorded, then the procedures should state this requirement and insist on 
compliance. 
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(ii) 

(iii) 

Untimelyrecording of seized andforfeitedproperty 

Issue uniform procedures regarding the lines of communicationbetween agencies (Headquarters and 
Field Offices), management of the Fund, the Property Custodian and the Fund's accounting staff 
based in Indianapolis (the Accounting Senices Division of the U.S.Customs Service). The 
procedures must identify the documents involved for transactions to be processed, as well as the 
timelines for ensuring that transactions are captured to satisfy the Fund's requirements. 

Inadequate accounting and recording of liens and claims 

Implement procedures to have field offices track liens and claims manually on a monthly basis and 
request that a quarterly list of liens and claims is prepared and forwarded to the Fund's accounting 
staff for monitoring purposes. Alternatively, system enhancements/changes must be made where 
necessary to accommodate this information as it is available. 

Asset Disposition Activities 

mensesSpecifc and RevenueAsset are not Recorded and Accountedfor Accurately by the Fund 

reasonlcauseFund Management must considermeeting withthe Property Custodian to determinethe 
for the lack of information related to asset specific expenses and revenues. Fund management must 
take steps to correct the problem once the proper cause has been identified. 

MANAGEMENT RESPONSE 

Management Assessment on Progress: Fund Management has recognized these important tinancia1 
information deficiencies. Most if not all of the auditor's recommendations are planned by Fund 
Management for implementation. 

Discussion/lBackground and Planned Action: Fund Management will continue to work to resolve this 
reportable condition in full. 
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EXHIBIT nI 
STATUS OF PRIOR YEAR FINDINGS 



MATERIAL WEAKNESSES €

1. € ACCOUNTING RECORDS ARE PRIMARILY MAINTAINED ON A CASH BASIS 
W P E A T  CONDITION FROM PRIOR YEARS) 

CONDITION 

The Treasury Forfeiture Fund's (the Fund) general ledger as well as the U.S. Customs Service (Customs). 
U.S. Secret Service (Secret Service), Internal Revenue Service (IRS) and the Bureau of Alcohol. Tobacco 
and Firearms (ATF) supporting systemsare maintained primarily on a cash basis. In addition the supporting 
computer systems maintained by each enforcement bureau do not interface with one another or with the 
Fund's general ledger to ensure that all transactions are accurately and timely recorded. To produce accrual 
basis financial statements that can be substantiated through an audit, year end manual procedures for each 
enforcementbureau are developed. The Fund's management provided each bureau representative with year 
end close out procedures designed to identify the amounts which should be accrued in the financial 
statements at year end. 

Accounts Payable and Accrued Liabilities - The Fund does not follow accrual accounting whereby a 
liability and an expense is recognized when the underlying goods have been received or the services have 
been performed. Furthermore, during the fiscal year, reimbursement requests were not submitted regularly 
and on a timely basis. 

Mortgage and Claims Payable - The issue of how to determink a lien liability and when to reduce it has 
been addressed by Executive Office of Asset Forfeiture (EOAF or Fund Management) in the updated 
directive issued by the Department of the Treasury, titled Number 14, "Expeditious Payment of Liens, 
Mortgages and Taxes", effective October 1995. However, the updated directive does not provide clear 
instructions as to when the liability is to be recorded. Therefore, implementation of the instructions, while 
resolving other issues, will not ensure that a liability is recorded for claims and mortgages throughout the 

shipDirecfivefact, the requires thatyear. In upon EOAF's approval of payment, the appropriate accounting 
atfixeddata tobe the paperwork authorizing the obligation and disbursement of funds which are then to be 

Directive requiresforwarded to the Custom's Accounting Services Division (ASD) for processing. Also, the 
ASD to disburse the approved payments within 14 calendar days from the date of EOAF's approval of 
payment. Because ASD cannot record the liability unless EOAF's approval with the accompanying 
accounting strip is received, these requirements do not provide for a complete accrual of all liens and 
mortgages. 

Forfeed Currenry- Currently, a time lag exists between when the Field Officersarenotified of a forfeiture 
and when ASD is notified and records revenue in the general ledger. 

~isbibutionspayable - The Fund, under certain laws and regulations, has the authority to share forfeited 
property and currency with Federal, state, and local agencies or foreign countries that participate either 
directly or indirectly in a related seizure. In addition, the Fund may transfer forfeited property to other 
Federal agencies with appropriate approval. Currently the Fund does not record the transfer of property to 
other Federal agencies during the fiscal year. Instead, the Fund makes an adjustment to record this 
information on financial statements as part of the year end manual adjustments. 
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Accounts Receivable - Customs maintains a contract with The Property Custodian, whereby the Property 
Custodian stores property seized by any agency participating in the Fund, conducts auctions sales of 
forfeited property, and collects storage costs reimbursed by violators. Cash collections made by the Property 
Custodian on behalf of the Fund are deposited into various bank accounts in the name of the Property 
Custodian and, within one week, are accumulated and transferred to the U.S. Treasury account at the Federal 
Reserve Bank of New York. The money collected by the Property Custodian represents a significantportion 
of the revenues earned by the Fund. However, the ASD only records revenue upon receipt of a validated 
deposit slip, which is approximately one week later. 

RECOMMENDATION 

Although the necessary adjustments are made each September 30 to convert the cash basis financial &a 
to the accrual basis, in order to comply with the requirements of SFFAS No. 1 and to improve fmancial 
information on which daily decisions are based, we r e a f f i  our recommendation from previous financial 
statement audits that the following procedures be implemented by the Fund to properly account for 
transactions on the accrual basis of accounting: 

Accountv Payable andAccruedLiabiMes - Customs, Secret Service, IRSand ATF should submit monthly 
requests for reimbursement to provide more timely results of operations for the Fund and thereby allow for 
a more timely analysis of the financial position of the Fund. The reimbursement requests submitted by each 
law enforcement bureau, but not yet paid by the Fund should be accrued as liabilities at the end of each 
month. Also, any direct payment requests which have been received but not paid at month end should be 
accrued as liabilities. 

Claim Payable -	Mortgages and We recommend that the law enforcement bureaus record lien and 
mortgage information in their asset tracking systems. We also'recommend that the updated lien and 

lienstiom the andnational seizedmortgage information obtained property contractor be used to record 
mortgages information in the bureaus' tracking systems. 

currency- We betweenrecommend thethatForfeited Currency ASD performs a reconciliation of forfeited 
revenue recorded in the Automated ~ommercialsystem (ACS) and the forfeited currency baiance reported 
in the "Analysis of Changes in Forfeited Property" schedule required by the Statement of Federal F i c i a l  
Accounting StandardsNo. 3 (SFFAS No. 3); ~ccountingfor elated propeqy. However, if~ i e n t o ~ a n d  
the ACS system is not updated timely with the forfeiture status of seized currency, this reconciliation cannot 
provide the information necessary to capture the revenue for currency that was forfeited prior to year end. 

While it may be less efficient, an alternative method to implement these recommendationsis to requireeach 
District Coordinator to submit a signed letter on a monthly basis to the appropriate individual at the ASD 
indicating all seizures forfeited during the current month. A journal entry could then record forfeited 
currency as revenue in the general ledger. 

We also recommend that Customs emphasize the need to immediately update cases in the Seized Asset and 
Case Tracking System (SEACATS) for forfeiture status during the SEACATS user training sessions. 
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Distributions PQyQbk- We recommend that the Fund establish and implement policies and procedures to 
ensure the recordation of property distributed to Federal, state, and local agenciesor foreign countriesduring 
the fiscal year. These procedures may require that each law enforcement bureau submit, on a monthly basis. 
a list of all property distributed to Federal, state, and local agencies or foreign countries for accrual in the 
general ledger. 

Accounts Receivable - Due to the significance of the revenues collected by the Property Custodian and the 
average two week lapse between receipt of fundsby the Property Custodian and the recordation of revenue 
by the ASD, we recommend that the Property Custodian provide the Fund with details of cash held as of 
month-end and indicate the composition ~f~revenue(that is sales, reimbursed storage costs, etc.) which it 
represents. Based on this information, we recommend that the ASD record the revenue and related accounts 
receivable due from the Property Custodian. 

Until the necessary system changes can be implemented, the manual year-end procedures will continueto 
be necessary.to maare  

A . 
the annual financial statements. Therefore. we recommend that the law enforcement 

bureaus be reminded of the importance of properly following the year-end procedures. We also recommend 
that procedures be again reviewed with the law enforcement bureaus to identify any possible 
misunderstandiigs or refinements to the procedures. 

FISCAL YEAR 1999 STATUS 

The Fund continues to operate on a cash basis during the year and performs manual procedures at year end 
to produce accrual basis financial statements. The necessary system changes have not been made to correct 
this deficiency in fiscal year 1999. Seized property and forfeited asset tracking systems (asset tracking 
systems) deficiencies continue to represent the main reason for non-accrual accounting during the year. 

This material weakness is expected to be repeated until such time as the asset tracking systems can accrue 
seized and forfeited asset and liability information required to support accrual accounting. 
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2. € ALL BALANCES AND TRANSACTIONS THAT COMPRISE THE FUND ARE NOT 
CAPTURED BY THE GENERAL LEDGER (REPEAT CONDITION FROM PRIOR 
YEARS) 

The Asset Information Management System (AIMS) which is the general ledger system maintained by the 
U.S. Customs Service (Customs), processes, groups and summaries transactions into account balances for 
the Fund. The general ledger is currently no tbed  to track all balances and transactions that comprise the 
Fund, such as accounts receivable, liens and mortgages payable, forfeited property and deferred revenue, 
and seized currency and its offsetting liability due to the lack of interface between the systems. Instead, at 
the end of the fiscal year, information is identified and captured manually from other systems, in order to 
properly compile the financial statements. 

RECOMMENDATION 

We reaffirm our recommendationsfrom previous financial statement audits, specifically: 

1. 	 All accrual basis accounts, seized currency and its offsetting liability, and forfeited property 
and the related revenue, should be recorded in the Fund's general ledger in a timely manner. 
Existing procedures should be followed on a monthly basis requiring each law enforcement 
bureaus' staff to forward the forfeiture infomiation as authorized, to the appropriate 
personnel for updating the bureaus' inventory tracking system; and 

2. € Alternatively, the Fund should develop and implement an integrated financial system that 
will capture all transactions in the general ledger, including accounts receivable, liens and 
mortgages payable, forfeited property, deferred revenue, and seized currency and its 
offsetting liability. 

FISCAL YEAR 1999 STATUS 

The Fund continues to manually identify transactions that apply to the Fund only at year end and not on a 
monthly basis. 

Also, the necessary system changes have not been made in fiscal year 1999 to the Fund's general ledger 
system to accomodate the capture of all balances and transactions that comprise the Fund. 

Additionally, fiscalbyear1999 system enhancements did not include systems capability for integration so 
that transactions applicable to the Fund are captured electronically. 

This deficiency will be reported as a repeat 'material weakness" findig for fiscal year 1999. 
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3. U.S. CUSTOMS SERVICES' SEIZED PROPERTY AND FORFEITED ASSETS TRACKING 
SYSTEM IS INADEQUATE (REPEAT CONDITION FROM PRIOR YEARS) 

CONDITION 

The U.S. Customs Service's (Customs)seized and forfeited property and currency (asset) tracking system, 
the Seized Assets and Case Tracking System (SEACATS), does notcontain accurate and sufficient data that 
can be relied upon to prepare the analysis of changes in forfeited and seized currency and property without 
substantial manual manipulation and reconciliation. As a result. vear-end procedures were developed to 
identify seized and forfeited property and currency, not recorded correctly in SEACATS as of sep;ember 
30, 1998,and to adjust the f m c i a l  statementsfor the value of seized and forfeited property on h a d  at year-
end. 

RECOMMENDATION 

The Fund's current intention is to develop SEACATS until it is fully functional so that Customs can process 
property and currency transactions as intended and ultimately use SEACATS as the Customs system of 
record for both prop- and currency transactions in fiscal year 1999. We strongly reaffirm the following 
recommendations from the previous financial statement audit: 

1. The shortfallsidentifiable to SEACATS must be immediately corrected to allow for cradle 
to grave tracking of all property and currency from case initiation to final resolution 
including Statement of Federal Financial Accounting Standards No. 3, Accounting for 
Inventory and Related Property requirements; 

2. Customs must provide user training, and also, provide comprehensivesystem documentation 
to conform to user requirements; and 

3. Customs must conduct post conversion audits to ensure that the system works as purported, 
if any further systems changes aremade. 

FISCAL YEAR 1999 STATUS 

System controls deficiencies continue to exist in the U.S. Customs Services' seized property and forfeited 
assets tracking system, the Seized Asset and Case Tracking System (SEACATS). These deficiencies may 
result in SEACATS generating property and currency case data that is not complete, accurate or authorized. 

User training is provided periodically, however, comprehensivesystem documentationthat conforms to user 
requirements does not exist. 

This deficiency will be reported as a repeat "material weakness" fmding for fiscal year 1999. 
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4. 	 INTERNAL REVENUE SERVICE (CRIMINAL INVESTIGATION DMSION) -
INADEQUATE ACCOUNTING AND REPORTING OF SEIZED AND FORFEITED 
PROPERTY AND CURRENCY TRANSACTIONS (FISCAL YEAR 1998 
CONDITION) 

CONDITION 

The Analysis of Changes in Seized and Forfeited Property and Currency (the Rollforwards) of the Internal 
Revenue Service (IRS) compiled at year end did not account for and properly report property and currency 
transactions for financial reporting purposes in accordance with Statementof Federal Financial Accounting 
Standards (SFFAS) No.3, Accountingfor Inventov and Related Property. Year end balances presented on-
the ~o l l fo rk rdsA r e  incorrect, and in other instances had not been captured. Supporting schedules to the 
Rollforwards revealed significant differences from the amounts reported on the Rollforwards, and amounts 
deposited into the ~undresultingfrom forfeited currency or saie of property could not be reconciled to 
amounts reported on the Rollfo~~ards.Consequently, substantial manual procedures and reconciliations 
were undertaken to correct balances for year end financial reporting purposes. 

RECOMMENDATION 

We have the following recommendations to correct the deficiencies identified: 

1. 	 Fund Management must provide guidance or polidy that specifies uniform procedures to be 
followed by all of the law enforcement agencies participating in the Fund, in order to 
strengthen controls over the collecting, proc&ng, &int&ng, -transmitting, and reporting 
of data relating to seized and forfeited property and currency transactions; 

2. 	 Procedures must be implemented to r&&rly (on a quarterly basis) reconcile seized and 
forfeited property and currency amounts reported by AFTRAK to that reported by the Fund 
and the Property Custodian; 

3. 	 Periodic training must be provided to staffthat are involved in the accounting and reporting 
process so that they are well versed in the nature of the Fund's programs and activitiesand 
the various internal and external reporting requirements for the Fund. Additionally, we also 
recommend periodic training to familiarize staff (both at Field Offices and Headquarters) 
with the AFTRAK System who are involved in the recording and processing of transactions 
through AFTRAK.The staff must also be required to be familiar with the input documents 
and the nature of the information required for input into AFTRAK and this should form a 
part of the training; and 

4. 	 Any system changeslenhancements must be documented as to the changes themselves, 
impact of changes to the current procedures and new procedures to be followed. 

FISCAL YEAR 1999 STATUS 

This material weakness was substantially corrected in fiscal year 1999, as a result, this finding has been 
resolved as corrected. 
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REPORTABLE CONDITIONS 
- ~~~ 

1. 	 DIFFERING ASSET TRACKING SYSTEMS (REPEAT CONDITION FROM PRIOR 
WARS) 

CONDITION 

US.Customs Service (Customs), Internal Revenue Service (IRS), US. Secret Service (Secret Service), and 
the Bureau of Alcohol, Tobacco and Firearms (ATF) maintain seized and forfeited property, the value of 
which is included in the Fund's financial statements. The four Treasury law enforcement bureaus use 
differentasset tracking systemsto prepare the required Analysis of Changes in Seized and Forfeited Propew 
and Currency schedules (the Rollforwards). The different systems collect and account for seized and 
forfeited assets differently and use slightly different data definitions. As a result, manual manipulation and 
reconciliation are required to prepare the Rollforwards. Additionally, since these inventory tracking systems 
do not tie to the Fund's system of record, it is necasary to perform substantive reconciliations between the 
Fund's records and the bureaus' records to give assurance that all transactions are being properly recorded. 

RECOMMENDATION 

We reaffirm our recommendations &om previous financial statement audits that: 

1. 	 Customs should immediately,evaluate'and correct the shoqfalls identified within SEACATS so that 
Customs can process property and currency transactions for fiscal year 1999both for Customs and 
non-Customs bureaus; 

2. 	 IRS, Secret Service and the ATF should continue to manually reconcile information generated from 
their individual tracking systems to that reported by the Fund until such time as SEACATS is fully 
functional. 

3. 	 Additionally, we recommend that IRS, Secret Service, and ATF manually reconcile periodically to 
SEACATS as SEACATS is used by the Property Custodian as their system of record. If SEACATS 
still cannot be correctlyupdated, then inventory should be accounted for using information generated 
from the bureau's individual asset tracking systems. 

FISCAL YEAR 1999 STATUS 

The law enforcement agencies that participate in the Fund continue to use different asset tracking systems. 
However, in fiscal year 1999, procedures were implemented to manually reconcile information to that 
reported by the Fund and the Property Custodian. 

This condition has been substantially corrected in fiscal year 1999. Accordingly, this finding has been 
resolved as corrected. 
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2. € IMPROPER TIMING FOR VALUATION OF FORFEITED PROPERTY (REPEAT 
CONDITION FROM PRIOR YEARS) 

CONDITION 

Forfeited property is not recorded in the subsidiary system during the year at its fair value at the time of 
forfeiture. Rather, the value of forfeited property is currently recorded in the law enforcement bureaus' asset 
tracking systems at appraised value, determined at the seizure date, by the seizing agent. import specialist 
or independent appraiser. 

To develop year end value of forfeitedproperty for inclusion in the Fund's financial statements. management 
performed a historical analysis by property category of sales values compared to the initial appraised 
amounts. These ratios were then applied to the ending forfeited property value to determine the financial 
statement value of forfeited property. In fiscal year 1998,the Internal Revenue Service (IRS), U.S. Secret 
Service (Secret Service) and the Bureau of Alcohol, Tobacco and F i (ATF) did not provide ratios for 
this purpose as sales value for property disposed were not compiled to compute this ratio. 

RECOMMENDATION 

We reaffirm our recommendations from previous financial statement audits that: 

1. 	 Fund Management evaluate the accuracy of fair market values assigned to forfeited property. 
Accordingly, the fair market value should be determined by performing an appraisal at the 
date of forfeiture; 

2. 	 Failing this, we recommend that Fund Management continue reviewing the methodology 
used to arrive at the fair market value to refine its accuracy and ease in preparation. As the 
process is refined, it will become easier to prepare a monthly analysis to properly value and 
record month-end forfeited property values; 

3. 	 Individual law enforcement agencies participating in the Fund must prepare the 'sales value' 
to 'appraised amounts' ratio in order that the fair market value for property disclosed in the 
financial statements is reported at the best estimate. 

FISCAL YEAR 1999 STATUS 

A historical analysis by property category of sales values compared to the initial appraised amounts was 
prepared by the individual law enforcement agencies in fiscalyear 1999 to determinethe value of forfeited 
property for year end financial reporting. 

Although computadon of the estimated value arrived at in this manner provides reasonable estimates, the 
Fund is still required to comply with Statement of Federal Financial Accounting Standards (SFFAS) No. 
3, Accounting for Inventory and Related Properly, which requires forfeited property to be stated at fair 
market value at the time of forfeiture. 

This deficiency will be reported as a repeat "reportable condition" finding for fiscal year 1999. 
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3. LACK O F  CONTROL OVER ASSETS (REPEAT CONDITION FROM PRIOR YEARS) I 

CONDITION I 

The U.S. Customs Service (Customs)manages and records seized and forfeited uro~ertvin the Seized Assets (. .  -
and Case Tracking System (SEACATS). The national seized property contractor (the Property Custodian), I 

also manages and records the seized and forfeited ~rouertv 
A * . 

transferred to and held bv them on behalf of all ( 

Treasury enforcement bureaus through a module within SEACATS. ~ w e n t l ithe inventory held by 
the Property Custodian does not agree to what is recorded in SEACATS by Customs. Also, the inventory 
held by the Property Custodian on behalf of IRS, Secret Service, and ATF differed significantly from the 4 

information on the inventory reports generated by SEACATS. The year end physical inventory value and 
count per Customs's SEACATS inventory records requires significant adjustments because seizures and 
forfeitures are either not recorded at all or not recorded in the modules within SEACATS on a timely basis. 
Additionally, no reconciliationswere performed during the year to identify and resolve discrepancies. 

RECOMMENDATION 

We reaffirm our recommendations fiom previous financial statements audits to have the following 
procedures implemented: 

1. 	 Quarterly reconciliationsbetween Customs and the Property Custodian's inventory reports 
must be conducted to ensure that the property held as reported by Customs is compared with 
what has been included in the Property Custodian's system and any differences identified and 
resolved timely. 

2. € All law enforcement agencies participating in the Fund must conduct a physical inventory 
of properties held at year end and compare the information compiled to their respective 
inventory records and the Property Custodian's inventory records. 

3. € IRS, Secret Service, and ATF must manually reconcile assets in the Property Custodian's 
custody against the Property Custodian inventory produced by SEACATS. If it continues to 
be impossible to record inventory properly in SEACATS for these bureaus, Fund 
Management should consider having the Property Custodian conduct the year-end inventory 
using reports from the asset tracking systems used by IRS, Secret Service and ATF 
(AFTRAK and CATS), rather than SEACATS. 

FISCAL YEAR 1999STATUS 

Actions were taken by Fund Management in fiscal year 1999to correct the deficiencies within SEACATS 
that precluded it from tracking seizure transactions applicable to non-Customs agencies. However, 
discrepancies contihue to exist as a result of timing differences related to receiving and recording of the 
status of the property both by the Property Custodian and the individual law enforcement agencies. Property 
held by Customs and non-Customs agencies was not reconciled periodically to the inventory records of the 
Property Custodian. Additionally, any reconciliations performed during the year were not formally 
documented. 

This deficiency will be reported as a repeat "reportable conditionnfinding for fiscal year 1999. 

STATUS OF PRIOR YEAR FINDINGS 
85 



4. LACK OF SALESREVENUERECONCILLATIONS(REPEAT CONDITIONFROMPRIOR 
YEARS) 

CONDITION 

The national seized property contractor (the Property Custodian), provides property management senices 
to the U.S.Customs Service (Customs), such as: storage of property seized by any law enforcement bureau 
participating in the Fund; disposal of the properties through public auctions; an4 collection of storage costs 
reimbursed by violators. Cash collections received by the Property Custodian on behalf of the Fund are- ­
deposited into various bank accounts in the name of the Propelty Custodian and, within one week, are 
accumulated and transferred to the U.S. Treasury account at the Federal Reserve Bank of New York. The 
money collected by the Property Custodian represents a significant portion of the revenues earned by the 
Fund. However, the Customs' Accounting Services Division (ASD), who processes these transactions only 
records revenue upon receipt of a validated deposit slip, which is approximately one week later. Although 
sale proceeds are transferred and reported by the Property Custodian to the Fund, the information provided 
does not itemize the sale proceeds by seizure. Consequently, the Fund is unable to reconcile on an asset by 
asset basis to what is recorded as sales revenue in the Fund and to what is recorded as sold in the various 
asset tracking systems. Additionally, Customs does not independently verify the revenue earned from sales 
of inventory items. The money deposited into the Fund by the Property Custodian is reported as revenue and 
no reconciliationsare performed to verify sales proceeds owed to the Fund. 

RECOMMENDATION 

We reaffirm our recommendations from previous financial statements audits that: 

1. ' Salesbe monitored by a representativeof the Fund, independently of the Property Custodian. 
This representative should compile records of sales, by seizurenumber which should be later 
reconciled to the Property custodian's sales reports. Alteqatively, if a record of sales by 
seizure number cannot be compiled by the Fund's representative, then the Property 
Custodian should be requested to provide an analysis of the sales by seizure number that 
agrees to the amounts deposited'by .the Property Custodian. Any differences should be 
immediately resolved with the Property Custodian. 

2. ASD reconcile deposits from the Property Custodian by seizure number on a monthly basis 
and investigate any differences immediately. 

FISCAL YEAR 1999 STATUS 

Monthly sales revenue reconciliations were performed in fiscal year 1999 based on a comparison between 
what has been received by the Fund to that reported by the Property Custodian. 

However, the sales proceeds that are transferred and reported to the Fund by the Property Custodian do not 
itemize the sales proceeds by seizure. As a result, the Fund continues to be incapable of reconciling on an 
asset by asset basis to what is recorded as revenue in the Fund, and to what is recorded as sold in the 
respective seized property and forfeited assets tracking systems. 
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This continuing deficiency is to be reported in fiscal year 1999 as part of the deficiencies identified with the t 

Asset Disposition Activities of the Fund under the Reportable Condition caption, "Inadequate Property t 

ManagementFunctions." , 
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5. 	 INADEQUATE PROPERTY MANAGEMENT FUNCTIONS (REPEAT CONDITION 
FROM PRIOR YEARS) 

CONDITION 

The Fund's property management functions require improvement to ensure that: (i) funds, property, and 
other assets are safeguarded against loss from unauthorized use or disposition; and (ii) transactions are 
properly recorded and accounted for to permit the preparation of reliable financial statements and to 
maintain accountability over the assets. The following issueslconcerns were noted in this regard under the 
following functions: 

5.1 Seizure Activities 

(i) Differing property identificationnumbers 

Differing property identificationnumbers are being used to track the seized and forfeited property 
(assets). The law enforcement bureau originating the seizure assigns a caselseizure number that is 
supposed to facilitate asset tracking through seizure, forfeiture, holding and disposition. The national 
seized property contractor (property custodian) for the Fund tracks the same property by assigning 
an identification number that is different and at times unknown to the law enforcement bureau 
responsible for originating the w e .  The Customs Accounting Senices Division (ASD), who 
processes those transactionsfor the Fund, records transactfons related to these properties using either 
the property custodian's assigned number or the law enforcement tracking number, and in certain 
instances appears to have assigned a tracking number to record the transaction that has no 
relationship to either the originating bureau's or the property custodian's tracking number. In certain 

caselseizure number isinstances, unidentifiablethe or erroneous resulting in properties that remain 
unidentifiableuntil extensive research is conducted. 

(ii) Untimely and inaccurate recording of assigned values 

Values assigned to seized property are not captured in a timely and accurate manner in the Fund's 
various asset tracking systemsmaintained by the law enforcement bureaus participating in the Fund. 
Upon seizure an asset is assigned a value (appraised value) by the seizing officer. Several instances 
were noted where recorded assets did not have values assigned. 

(iij) Untimelyrecording of seized andforfeitedproperry 

Seized property is not recorded timely in the Fund's asset tracking systems. We noted s e v d  
instances of kxts that were seized in prior periods and recorded as current year seizures. Significant 
delays were noted between the time the transaction occurred and the time it was recorded. 

Additionally, changes to the legal status of property (through correction, amendment, and 
cancellation) are not incorporated in a timely manner. 
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Significant delays were noted between the date the change in status occurred and the time of 
recordation in the various asset tracking systems. For example, property seized in September was 
recorded in the respective asset tracking system in November, a two month delay. In certain instances 
further delays were noted. Also, in certain instances the disposition instructions that changelcorrect 
the status of property are not followed when recording the transaction resulting in the erroneous 
recordation of property transactions. 

(iv) Inadequate accounting and recording of Liens and Claims 

There are no controls in place to track and record liens and claims either by the individual law 
enforcement bureaus or by the property custodian during the year. Manual procedures are developed 
at year end to compensate for this weakness. However, due to the lack of controls during the year, 
information accumulated at year end maybe incomplete. 

5.2 Asset Disposition Activities 

Asset Specific Expenses are not Recorded and Accountedfor Accurately by the Fund 

Asset specific expenses generated from asset disposition activities are not recorded and accounted 
for accurately by the Fund in the various asset tracking systems. As a result, the Fund is unable to 
accurately assess the costs related to individual seizures. The Property Custodian incurs costs on 
behalf of the Fund from the time of seizure until the asset is ultimately dis~osed.The Fund requests

7 . 

cost information fiom the Property Custodian from time to time for purposes of calculating&e net 
dollar value realized for those assets that are subiect to quitabie sharing- with other Federal, state 
and local agencies, and relies on the information provided by the Property Custodian. In some 
instances, the cost data provided by the Property Custodian is incomplete, not supported, or absent 
due to various reasons. The net amount arrived at for equitablesharing purposes may be overstated 
or understated as the case may be. The Fund does not monitor costs for those assets not subject to 
equitable sharing. 

The Fund's asset management function will deteriorate if the above conditions are allowed to exist, resulting 
ultimately in a lack of accountability over the assets of the Fund. 

RECOMMENDATION 

We recommend that the following actions are followed up by the Fund for either immediate implementation 
or incorporated as a part of futurecorrection action plans. 

5.1 Seizure Activities 

(i) Dryering property identification numbers 

Issue procedures to each law enforcement bureau regarding the basic requirements for tracking an 
asset and specify the procedure to be followed by law enforcement bureaus with non-SEACATS 
tracking numbers. If management requires that both tracking numbers be recorded, then the 
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procedures should state this requirement and insist on compliance. 

(ii) Untimelyand inaccurate recording of assigned values €

Issue procedures to each law enforcement bureau regarding the recording and processing timelines 
that are to be adhered to. 

(iii) Untimelyrecording of seized andfo$eitedproperty €

Issue general procedures regarding the lines of communication between bureaus (Headquarters and 
Field Offices), management of the Fund, the seized Property Custodian and the Fund's accounting 
staff based in Indianapolis (the Accounthg Services Division of the U.S. Customs Service). The 
procedures must identify the documents involved for'transactions to be processed, as well as the 
timelines for ensuring that transactions are captured to satisfy the Fund's requirements. 

(iv) Inadequate accounting and recording of liens and claims €

Implement procedures to have field officestrack liens and claims manually on a monthly basis and 
request that a quarterly list of liens and claims is prepared and forwarded to the Fund's accounting 

enhancementslchanges muststaff for monitoring purposes. beAlternatively, system made to 
accommodate this information as it is available. 

5.2 Asset Disposition Activities 

Asset Specifc Expenses are not Recorded and Accountedfor Accurately by the Fund €

Fund management must considermeetingwith the Property Custodian to determinethe reasonlcause 
for the lack of information related to asset specific exoenses. Fund manaeement must take stms to-
conect the problem once the proper cause has been identified. 

FISCAL YEAR 1999 STATUS 

5.1 Seizure Activities 

(i) Dzferentproperty identificationnumbers 

Uniform procedures were not issued to provide guidance for recording all tracking numbers 
associated with a particular seizure. 

(ii) Untimelyand inaccurate recording of assigned values €

This findiig has been substantially corrected and is considered resolved. 
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(iii) Untimelyrecording of seized andforfeitedpropery 

Fewer discrepancies were noted in fiscaI year 1999 as compared to previous years. However, Fund 
Management has not formalized the procedures to be followed for tracking and recording of seized 
and forfeited properly. 

5.2 Asset Disposition Activities 

Asset Specjfic Expenses are not Recorded and Accountedfor Accurately by the Fund 

The Fund continues to be incapable of tracking asset specific expenses related to individual seizures. 

These deficiencies 5.1 (i) and (iii), and 5.2 will be reported as a repeat 'reportable condition" finding for 
fiscal year 1999. 
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6. € IMPROPER RECORDING OF REMISSIONSIRETURNS (FISCAL YEAR 1998 �
CONDITION) �

CONDITION �

All or part of amounts related to remissions/retums of seized and forfeited currency to individuals who have 
successfidlychallenged the Government's right to seizure were recorded by the Fund as revenue, thereby 
overstatingthe revenue of the Fund. In other instances, significantdelaysexisted between the order to remit 
as per the disposition instructions and the time of payment. In other instances, although disposition 
instructionswere clear as to the distribution of the Funds, these inmctions were not adhered to for the 
processing of these transactions. Such instances were only corrected over an extended period of time. In 
other instances, although remissiodreturns were accounted for correctly by the Fund, these were not 
properly captured by the asset tracking systems maintained (where applicable) by the various law 
enforcement bureaus participating in the Fund. 

RECOMMENDATION �

We have the following recommendations: �

1. € The Fund must take action to correct SEACATS deficiencies relating to partial forfeitures. 
Alternatively, if all asset tracking systems used by the various law enforcement bureaus 
participating in the Fund have similar systemsdeficiencies, then, correctiveaction must be 
taken to correct the system deficiencies or manual compensating procedures must be 
implemented. 

2. 	 Field officers and other staff dealing with such cases must ensure that Forfeiture Orders and 
Court Orders are seictly followed as to the dispositioninstructions. 

3. 	 Fund management must implement policies and procedures to ensure uniform tracking of 
remissiodreturns by all the asset tracking systems used by the law enforcement bureaus 
participating in the Fund. 

FISCAL YEAR 1999STATUS �

Thisfindinghasbeen substantiallycorrected in fiscal year 1999.Accordingly,this findinghas been resolved �
as corrected. �
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SECTION N 
REQUIRED SUPPLEMENTALINFORMATION 



TREASURYFORFEITUREFUND �
Required SupplementalInformation �

(Requiredby OMB Bulletin 97-01, As Amended) �
For the Year Ended September30,1999 �

(Dollars in Thousands) �

1. IntraeovernrnentalAmounts - Assets 

Partner Agency �

Departmental Agencies 

Department of Justice 

Bureau of Public Debt 

Total 

Fund Balance �
with Treasury �

$ -
-

-

$ -

2. Intra~ovemmentalAmounts - Liabilities 

Partner Apency �

Department of Justice �

Departmental Agencies �

Federal Law Enforcement Training Center �

U.S. Customs Service �

Internal Revenue Service �

Alcohol, Tobacco and Firearms �

U.S. Secret Service �

Financial Crimes Enforcement Network �

Total �

Accounts �
Receivable1 �
Advances Investments �

$1,536 $ -
52 -
- 540.637 

$1.588 $540.637 

Accounts Pavable �

$ 2,626 

1,639 �

3 

8,s 13 
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TREASURY FORFEITURE FUND �
Required Supplemental Information 


(Required by OMB Bulletin 97-01, As Amended) 

For the Year Ended September30,1999 


(Dollars in Thousands) 


3. Intraeovemmental Amounts - Revenues and Costs 

Cost to Generate Costs to Generate 
Exchange Non-Exchange 

Budget Functions Intra~overnmentalRevenue Intra~overnmentalRevenue 

Administration of 
Justice $ - $ 144.048 

4. Intraeovemmental Amounts - Non Exchange Revenue 

P-

Department of Agriculture 

Department of Justice 

Department of Health and Human Services 

U.S.Air Force 

Postal Service 

Total 
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SECTION V ' 

OTHERACCOMPANYING INFORMATION 



TREASURY FORFEITURE FUND €
Other Accompanying Information €

(Required by the Treasury Forfeiture Fund Act) €
For the Year Ended September30,1999 


(Dollars in Thousands) €
(Unaudited) €

Currencv Value Propem ValueStatelLT.S. Territories 

Alabama 
Alaska 
Arkansas 
Arizona 
California €
Colorado €
Connecticut €
D.C. Washington €
Delaware €
Florida €
Georgia €
Guam €
Hawaii €
Idaho €
Illinois €
Indiana €
Iowa €
Kentucky €
Louisiana €
Maine €
Maryland €
Massachusetts €
Michigan €
Minnesota €
Mississippi €
Missouri €
Montana €
Nebraska €
Nevada €
New Hampshire €
New Jersey €
New Mexico €
New York €
Subtotal carried forward €
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TREASURY FORFEITUREFUND €
Other Accompanying Information €

(Required by the Treasury Forfeiture Fund Act) €
For the Year Ended September 30,1999 €

@ollars in Thousands) 
(Unaudited) 

Currencv Value Propertv ValueStatelLTS. Territories 

Subtotal brought forward 
North Carolina 
North Dakota 
Ohio 
Oklahoma 
Oregon 
Pennsylvania 
Puerto Rico 
South Carolina 
Tennessee 
Texas 
Utah 
Virginia 
Washington 
West Virginia 
Wisconsin 

Summarized above are the currency and property values of assets forfeited and shared with state and local 
agencies and territoriesUS. participating in the seizure. This supplemental schedule is not a required part 
of the financial statements of the Treasury Forfeiture Fund. Information presented on this schedule 

. 
represents assets physically transferred during the year, and, therefore, will not agree with total assets shared 
with state and local agencies in the financial statements.In addition, the above numbers do not include the 
adjustment to present property distributed at net realizable value. 
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TREASURY FORFEITURE FUND 
Other Accompanying Information 

(Required by the Treasury Forfeiture Fund Act) 
Uncontested Seizures of Currency and Monetary Instruments Valued Over 

%100,000,Taking More Than 120 Days from Seizure to Deposit in Fund 
For the Year Ended September 30,1999 

@ollars in Thousands) 
(Unaudited) 

Number of €
Seizures Amount €

United States Customs Service (Customs) €

Arizona €
California €
Florida €
Puerto Rico €
Texas €

Total Customs €

Internal Revenue Service (IRS) 

Grand Total €

31 U.S.C. 9703(f)(2)(E) requires the Secretary of Treasury to report annually to Congress uncontested 
seizures of currency or proceeds of monetary instruments over $100,000, which were not deposited in the 
Treasury ForfeitureFund within 120 days of the seizure date. 
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TREASURY FORFEITURE FUND �
Other Accompanying Information 


(Required by the Treasury Forfeiture Fund Act) 

Analysis of Revenue, Expenses, and Distributions 


For the Year Ended September30,1999 

(Dollars in Thousands) 


(Unaudited) 


Revenue, Expenses and Diitributions by Asset Category: €

Vehicles €
Vessels €
Aircraft €
General Property €
Real Roperty €
Currencyand monetary insmunents €

Less: €
Mortgages and claims €
Refunds €

Add: €
Excess of net revenues and financingsourcesover total program €

expenses €

Revenues, Transfers, Expenses and Distributions by Type €
of Disposition: €

Sales of property and forfeited currencyand monetary instruments €
Reimbursed storage costs €
Assets shared with state and local agencies €
Assets shared with other Federal agencies €
Assets shared with foreign countries €
Victim Restitution €
Destructions €
Pending diiposition €

Less: €
Mortgages and claims €
Refunds €

Add: 
Excess of net revenues and financingsourcesover total program 

expenses * 

Expenses and €
Dismbutiona €

-
$W $W€-

-- LWQ.3.r 
Sj34.445 $U 

The revenue amount of $334.445 is from the Statement of Net Position. This supplemental schedule "Analysisof Revmua. Expcnw and 
Distributions"is required under the Treasury Forfeiture Fund Act of 1992. k u s c the Fund does not have a cost accounting system. the 
method used doer not vrovide reliable informationin the analvsis of revenue and a m s e s  and distributionsbv NDC of dimsition. The. .. 
information is p r a m t i to comply with the requirementsof th; Treasury Forfeiture fund Act of 1992. 

T W U R Y  FORFEITURE FUND ANNUAL REPORT - FISCAL YEAR 1999 
98 



TREASURY FORFEITURE FUND €
Other Accompanying Information €

(Required by the Treasury Forfeiture Fund Act) €
For the Year Ended September 30,1999 


(Dollars in Thousands) €
(Unaudited) €

The Treasury Forfeiture Fund Act of 1992, 31 
U.S.C.9703(f), requires the Secretary of the 
Treasury to transmit to Congress, no later than 
February 1, of each year, certain information. The 
folloying sumqmixs the required information. 

(1) A Report on: 

(A) The estimated total value of property 
forfeited with respect to which funds were not 
deposited in the Department of the Treasury 
Forfeiture Fund during the preceding fiscal 
year under any law enforced or administered 
by the Department of the Treasury law 
enforcement organizations and the United 
States Coast Guard, in the case of fiscal years 
beginning after 1993. 

As reported in the audited financial statements, at 
September 30, 1999, the Fund had forfeited 
property held for sale of $26,101. The realized 
proceeds will be deposited in the Fund when the 
property is sold. 

Upon seizure, currency, and other monetary 
instruments not needed for evidence in judicial 
proceedings are deposited in a U.S. Customs 
Service (Customs) suspense account. Upon 
forfeiture, it is transferred to the Treasury 
Forfeiture Fund. At September 30,1999, there was 
$13,266 of forfeited currency and other monetary 
instruments that had not yet been transferred to the 
Fund. This is reported as a part of "Cash and Other 
Monetary Assets"' in the audited financial 
statements. 

(B) The estimated total value of all such 
property transferred to any state or local law 
enforcement agency. 

The estimated total value of all such property 
transferred to any state or local law enforcement 
agency is summarized by state and U.S. territories. 
Total currency transferred was $1 15.369 and total 
property transferred was $5,1.77 at appraised 
value. 

(2) A Report on: 

(A) The balance of the Fund at  the beginning of 
the preceding fiscal year. 

The total net position of the Treasury Forfeiture 
Fund on September 30,1998, which became the 
beginning balance for the Fund on October 1, 
1998, as reported in the audited financial 
statements is $343,613. 

(B) Liens and mortgages paid and the amount 
of money shared with Federal, state, local and 
foreign law enforcement agencies during the 
preceding fucal year. 

Mortgages and claims expense, as reported in the 
audited financial statements was %9,703.The 
amount actually paid on a cash basis was not 
materially different. 

The amount of forfeited currency and property 
shared with Federal. and distributed to state, local 
and foreign law enforcement agencies as reported 
in the audited financial statements was as follows: 

State and local % 150,480 
Foreign countries 2,416 
Other Federal agencies 12,058 
Victim restitution 1,465 

(C) The net amount realized from the 
operations of the Fund during the preceding 
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TREASURY F0RFFJTUR.E FUND 

Other Accompanying Information €

(Required by the Treasury Forfeiture Fund Act) €
For the year ended September 30,1999 €

(Dollars in Thousands) €
(Unaudited) €

fiscalyear, the amount of seized cash being held 
as evidence, and the amount of money that has 
been carried over into the current fiscal year. 

The net cost of operations of the Fund as shown in 
the audited financial statements is $186,929. 

The amount of seized currency not on deposit in 
the Fund's suspense account at September 
30,1999, was $47,055. This amount includes some 
funds in the process of being deposited at year end; 
cash seized in August or September 1999, that is 
pending determination of its evidentiq value 
from the US.  Attorney; and the currency seized 
for forfeiture being held as evidence. 

On a budgetary beis, unobligated balances as 
originally reported on the Off~ceof Management 
and Budget Reports, SF-133, "Report on Budget 
Execution," was approximately $190,947 for fiscal 
year 1999. 

(D) Any defendant's property, not forfeited a t  
the end of the preceding fiscal year, if the equity 
in such property is valued at  %1million o r  
more. 

The total approximate value of such property for 
the Treasury Forfeiture Fund, at estimated values 
determined by the agency and contractor's 
officials,and the number of seizures is as follows: 

US. Customs Service 

$ 1l6,42 1 32 Seizures 

m 
$101,400 34 Seizures 

U.S. Secret Service 

$2,571 2 Seizures 

(E) The total dollar value of uncontested 
seizures of monetary instruments having a 
value of over %100,000which, or the proceeds 
ofwhich, have not been deposited into the Fund 
within 120 days after the seizure, as of the end 
of the preceding fiscal year. 

The total dollar value of such seizures is $8,655. A 
separate schedule is presented on page 97. 

(F) The balance of the Fund at  the end of the 
preceding fiscal year. 

The to@ net position of the Fund at September30, 
1999, as reported in the audited financial 
statements is $324,710. 

(G) The net amount, if any, of the excess 
unoblipted amounts remaining in the Fund at  
the end of the preceding fiscal year and 
available to the Secretary for Federal law 
enforcement related purposes. 

There is no cap on amounts that can be camed 
forward into fiscal year 2000 per Fiscal Year 1998 
Omnibus Appropriations Act (PL 104-208). The 
amount camed over to fiscal year 2000 is 
$210,906. 

(H) A complete set of audited financial 
statements prepared in a manner.consistent 
with the reauirements of the Chief Financial 
Officers ~ e t ' o f1990. 

The audited financial statements, including the 
Independent Auditor's Report, is found in Section 
11. 
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TREASURY FORFEITURE'FUND €
Other Accompanying Information €

(Required by the Treasury Forfeiture Fund Act) €
For the year ended September 30,1999 €

(Dollars in Thousands) €
(Unaudited) €

(I)An analysis of income and expense showing 
revenue received or lost: (i) by property 
category (such as general property, vehicles, 
vessels, aircraft, cash, and real property); and 
(ii) by type of disposition (such as sale, 
remission, cancellation, placement into official 
use, sharing with state and local agencies, and 
destruction). 

A separate schedule is presented on page 98. 
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